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THE  GLOBAL  ENVIRONMENT  FACILITY 


THURSDAY,  APRIL  14,  1994 

House  of  Representatives, 

Subcommittee  on  International  Development, 

Finance,  Trade  and  Monetary  Poucy, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:07  a.m.,  in  room 
2226,  Rayburn  House  Office  Building,  Hon.  Barney  Frank  [chair- 
man of  the  subcommittee]  presiding. 

Present:  Chairman  Frank,  Representatives  Huffington  and 
Sanders. 

Chairman  Frank.  The  meeting  will  now  come  to  order.  This  is 
a  hearing  of  the  Subcommittee  on  International  Development,  Fi- 
nance, Trade  and  Monetary  Policy  on  the  Global  Environmental 
Facility. 

I  appreciate  the  willingness  of  the  members  of  the  Administra- 
tion and  others  to  join  us  today,  and  we  will  get  right  to  the 
subject. 

There  is  a  great  deal  of  interest  in  trying  to  improve  the  inter- 
national environmental  record.  The  Global  Environmental  Facility 
is  one  entity  that  was  supposed  to  do  that.  It  has  had  a  somewhat 
checkered  career  to  date,  and  what  we  are  doing  today  is  to  try  to 
focus  on  whether  or  not  this  can  become  the  instrument  worthy  of 
continued  financial  support  that  people  hope  it  will  be. 

Mr.  Huffington,  any  opening  statement? 

Mr.  Huffington.  No,  thank  vou,  Mr.  Chairman. 

Chairman  Frank.  We  will  then  proceed  with  our  witnesses.  As 
witnesses  have  been  told,  we  can  get  right  to  the  substance.  We 
don't  need  to  be  thanked,  or  to  have  organizations  explained  or 
have  the  Global  Environmental  Facility  defined.  Well  just  assume 
that  we  all  know  that,  and  well  spend  our  time  on  substance. 

I  should  apologize  in  advance  because  we  may  be  interrupted  by 
some  roll-call  votes,  but  we  will  try  to  proceed  as  expeditiously  as 
possible.  We  will  begin  with  Deputy  Assistant  Secretary  Levine. 

STATEMENT  OF  SUSAN  LEVINE,  DEPUTY  ASSISTANT  SEC- 
RETARY OF  THE  TREASURY  FOR  INTERNATIONAL  DEVELOP- 
MENT, DEBT,  AND  ENVIRONMENT  POLICY 

Ms.  Levine.  Thank  you.  The  administration  is  requesting  author- 
ization for  the  newly  restructured  Global  Environment  Facility, 
which  I  will  refer  to  as  the  GEF.  Our  request  is  for  $400  million 
to  be  paid  in  over  4  years.  We  hope  to  join  other  donors  including 
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the  rest  of  the  G-7,  in  what  we  deem  to  be  a  vital  international 
effort. 

Our  contribution  would  be  roughly  21  percent  of  the  total  replen- 
ishment amount,  which  is  slightly  north  of  $2  billion,  and  $400  mil- 
lion would  be  added  to  the  fiscal  year  1994  money  of  $30  million 
to  make  our  total  pledge  for  the  restructured  GEF  $430  million. 

Chairman  Frank.  Is  the  entire  $400  million  to  be  in  fiscal  1995 
or  is  it  staggered? 

Ms.  Levtne.  No,  it  would  be  spread  out  over  4  years. 

This  administration  attaches  great  importance  to  the  GEF.  We 
see  it  as  a  unique  form  of  cooperation  between  developed  and  de- 
veloping countries  in  addressing  global  environmental  issues.  I  am 
particularly  pleased  today  that  Rafe  Pomerance,  my  colleague  from 
the  State  Department,  has  joined  us.  On  many  occasions  Rafe  has 
said  that  the  GEF  is  the  glue  which  cements  the  process  of  inter- 
national cooperation  on  the  environment.  In  this  context  we  are 
convinced  that  U.S.  participation  in  the  GEF  is  essential.  More- 
over, we  believe  that  key  U.S.  interests  are  protected  in  the  re- 
structured GEF. 

As  you  know,  the  economies  of  the  world  have  become  closely 
interlinked.  It  is  even  more  of  the  case  for  our  environments.  The 
buildup  of  greenhouse  gases  raises  the  possibility  of  far-reaching 
changes  in  the  global  climate  system.  Rising  sea  levels  may  threat- 
en heavily  populated  and  vulnerable  coastal  areas  in  many  parts 
of  the  world.  There  are  other  ramifications  which  I  will  let  Rafe 
talk  about. 

To  meet  these  threats  we  must  go  to  their  source.  This  may 
mean  addressing  key  environmental  problems  at  home.  However, 
in  many  and  in  increasingly  more  cases,  it  will  require  our  support 
for  action  outside  our  national  boundaries.  For  example,  most  of 
the  world's  biodiversity  is  in  the  developing  world.  A  significant 
portion  of  ozone  depleting  substances  are  found  in  Central  and 
Eastern  Europe  and  the  former  Soviet  Union  and  if  current  trends 
continue,  it  is  estimated  that  by  the  year  2020  the  majority  of  car- 
bon emissions  will  come  from  developing  countries. 

In  our  view,  the  GEF  can  operate  effectively  to  address  these  is- 
sues. Clearly,  it  must  work  hard  to  be  cost  effective  and  to  correct 
some  of  the  mistakes  it  has  made  in  the  past.  We  want  to  be  part 
of  the  process  which  can  ensure  its  success. 

As  you  know,  we  have  worked  closely  with  the  U.S.  technical 
agencies  and  the  State  Department  to  reach  an  internationally  ac- 
ceptable agreement.  We  have  consulted  with  the  environmental 
community  and  with  Congress.  We  have  worked  closely  to  make 
sure  we  could  support  this.  I  do  want  to  note  that  there  has  been 
a  great  amount  of  leadership  from  this  subcommittee  as  well  as 
others. 

You  may  remember  from  last  year's  hearing  that  we  did  have  a 
number  of  criticisms  of  the  pilot  phase.  We  knew  it  was  an  experi- 
ment to  test  a  new  approach,  but  we  did  feel  the  lessons  were 
clear.  At  that  hearing  we  stated  our  intention  to  play  a  strong  role 
in  restructuring  the  GEF,  and  I  believe  that  we  have  achieved  our 
objectives.  We  have  successfully  reformed  the  GEF.  The  restruc- 
tured GEF  builds  on  the  lessons  of  the  pilot  phase.  It  meets  the 


negotiating  objectives  we  set  out,  and  I  would  like  to  outline  our 
principal  accomplishments. 

First,  we  were  concerned  that  the  pilot  phase  was  not  trans- 
parent and  that  its  projects  failed  to  take  account  of  the  bene- 
ficiaries on  the  ground.  We  have  succeeded  in  embedding  the 
principle  of  full  disclosure  of  nonconfidential  information  in  the  in- 
strument that  founds  the  GEF.  We  also  placed  a  key  principle,  that 
local  communities  and  NGOs  must  be  involved  throughout  the 
project  cycle  in  the  text — it  is  embedded  in  the  founding 
instrument. 

Second,  there  was  the  widespread  concern  that  the  pilot  phase 
had  not  been  responsive  to  the  concerns  of  donor  and  recipient  gov- 
ernments, that  it  suffered  from  lack  of  adequate  oversight.  We  felt 
strongly  that  the  GEF  participants  should  have  the  ultimate  au- 
thority over  policies  and  projects.  To  address  this,  we  established 
a  council  which  is  composed  of  governments,  and  this  council  will 
have  oversight  over  the  GEF's  budget  and  program  issues.  The 
council  will  determine  the  framework  for  the  design  of  projects  and 
have  authority  to  stop  poor  projects  from  proceeding.  The  ultimate 
authority  of  the  GEF  participants  is  now  clearly  established.  I  re- 
gard this  as  a  significant  victory. 

Third,  there  was  the  criticism  that  the  pilot  phase  of  the  GEF 
had  been  unduly  influenced  by  the  World  Bank.  We,  therefore,  at- 
tached importance  to  a  strong  and  independent  secretariat.  The 
secretariat  that  we  established  will  be  functionally  independent  of 
the  World  Bank.  Its  CEO  will  be  appointed  by  the  council  upon  the 
joint  recommendation  of  the  three  implementing  agencies,  and  the 
CEO  will  report  directly  to  the  council.  He  or  she  can  hire  and  fire 
staff.  The  secretariat  will  coordinate  and  monitor  the  performance 
of  the  facility's  implementing  agencies  and  may  make  recommenda- 
tions to  the  council  to  improve  the  performance  of  the  GEF. 

Fourth,  and  finally,  was  the  criticism  that  the  pilot  phase  had 
not  reached  out  to  all  sources  of  expertise  for  the  best  projects.  We 
wanted  to  ensure  that  the  GEF  could  work  with  a  variety  of  exe- 
cuting agencies  and  we  have  succeeded  in  this  as  well.  The  GEF 
will  be  able  to  work  with  regional  development  banks,  private  sec- 
tor entities,  NGOs,  and  so  forth.  The  secretariat  will  monitor  co- 
operation between  the  implementing  agencies  and  keep  the  council 
notified  of  progress. 

Our  own  criticisms  of  the  pilot  phase,  as  well  as  our  proposals, 
were  reflected  in  the  independent  evaluation  of  the  GEF.  Even  so, 
I  must  say  that  restructuring  the  facility  was  not  easy.  We  had  to 
fight  hard  over  the  last  year  to  achieve  our  objectives.  We  suc- 
ceeded because  our  negotiating  partners  took  us  seriously  on  policy 
issues  and  because  they  believed  we  were  serious  in  our  intentions 
to  provide  financial  support  if  our  goals  could  be  achieved. 

One  point  was  driven  home  to  me  time  and  time  again:  the  Unit- 
ed States  has  the  capacity  to  exercise  active  and  creative  leader- 
ship on  these  issues.  When  we  can  make  our  case,  other  countries 
can  be  persuaded  to  our  point  of  view.  But  we  must  pay  a  fair 
share  for  such  policy  leadership.  I  might  add  that  we  agreed  to  a 
voting  system  in  the  GEF  which  awards  votes  and  influence  to 
those  who  contribute. 


Our  work  in  restructuring  the  GEF  is  essentially  finished.  Our 
work  in  setting  the  directions  for  the  GEF  has  only  just  begun.  We 
have  eflfectively  restructured  the  facility  to  play  a  dynamic  role  in 
international  cooperation,  but  now  we  must  demonstrate  its  ability 
to  make  progress  in  resolving  global  environmental  problems.  Sub- 
stantive actions  can  now  begin  to  move  forward  at  a  faster  pace. 

Several  key  issues  will  be  decided  by  the  GEF  Council  in  its  first 
year  of  operations.  The  council  will  need  to  determine  the  alloca- 
tion of  funds  among  the  four  focal  areas:  Climate  change, 
biodiversity,  international  waters,  and  ozone  depletion.  Within 
these  areas,  the  council  will  need  to  develop  and  approve  oper- 
ational strategies  to  address  the  relevant  issues.  These  discussions 
promise  to  be  complex  and  vitally  important  to  the  success  of  the 
GEF. 

My  colleague  from  the  State  Department  will  shortly  describe  the 
link  between  the  GEF  and  the  Rio  Conventions  on  climate  change 
and  biodiversity.  Let  me  open  this  topic  by  saying  that,  while  the 
Rio  Conventions  will  provide  the  policy  guidance  in  their  respective 
areas,  it  will  be  the  GEF  that  actually  supports  their  respective 
policies  and  program  priorities. 

There  is  the  thorny  question  of  incremental  costs.  The  GEF  is  to 
fund  only  the  agreed  incremental  costs  of  measures  to  achieve 
agreed  global  environment  benefits.  These  concepts  will  have  to  be 
defined  in  practice.  It  will  be  the  council  that  translates  these  con- 
cepts into  projects. 

Throughout  the  first  year  and  beyond  of  the  restructured  GEFs 
operations,  we  want  to  be  sure  that  the  quality  of  individual 
projects  is  high,  and  we  also  want  to  ensure  that  a  range  of  institu- 
tions is  constructively  involved  in  GEF  implementation.  This  will 
require  continued  careful  monitoring  of  the  implementing  agencies. 
On  important  questions  we  will  continue  to  consult  with  other 
agencies,  with  the  environmental  community,  and  with  Congress. 

Without  prejudging  the  outcome  of  these  consultations,  let  me 
tell  you  what  we  will  seek.  We  will  insist  that  the  GEF  fund  the 
highest  quality  projects.  The  GEF  should  set  the  standard  against 
which  others  are  judged.  We  believe  the  GEF  should  demonstrate 
that  it  is  possible  both  to  have  strong  economic  development  and 
secure  protection  of  the  global  environment.  This  means  we  are 
looking  for  cost-effective  projects,  and  it  means  that  we  are  looking 
for  projects  with  tightly  focused  objectives  as  well  as  budgets. 

Local  participation  must  be  a  fundamental  feature  of  project  se- 
lection, development,  and  implementation,  and  the  GEF  must  en- 
gage in  an  active  and  aggressive  search  for  the  best  projects  from 
all  sources  including  NGOs.  In  this  area  the  small  grants  window 
in  particular  will  play  an  especially  important  role. 

In  the  area  of  incremental  costs,  we  will  want  to  ensure  that  the 
GEF  focus  is  clearly  on  achieving  global  environmental  benefits. 
We  will  look  to  put  in  place  a  sensible  approach  which  provides  the 
greatest  leverage  to  GEF  funds.  We  will  want  to  catalyze,  as  much 
as  possible,  existing  public  and  private  resources  to  protect  the 
global  environment. 

Mr.  Chairman,  during  the  last  year  we  have  worked  hard  to  con- 
sult closely  with  other  agencies,  with  the  environmental  commu- 
nity, with  you  and  your  staff.  I  hope  that  we  have  earned  your 


trust  and  that  you  see  that  we  share  this  subcommittee's  objectives 
for  the  Global  Environment  Facility. 

We  have  said  that  if  the  Global  Environment  Facility  were  ap- 
propriately restructured  to  meet  our  objectives,  we  would  be  pre- 
pared to  become  a  major  contributor.  We  believe  that  our  objectives 
have  been  met;  therefore,  Mr.  Chairman,  we  request  fiill  authoriza- 
tion to  take  our  place  as  an  international  leader  on  global  environ- 
mental affairs.  Thank  you. 

[The  prepared  statement  of  Susan  Levine  can  be  found  in  the 
appendix.] 

Chairman  Frank.  Thank  you.  We'll  next  hear  from  Deputy  As- 
sistant Secretary  Rafe  Pomerance  from  the  State  Department. 

STATEMENT  OF  RAFE  POMERANCE,  DEPUTY  ASSISTANT  SEC- 
RETARY OF  STATE  FOR  ENVIRONMENT  AND  DEVELOPMENT 

Mr.  Pomerance.  Thank  you,  Mr.  Chairman, 

I'm  here  today  to  provide  some  perspective  on  the  role  that  we 
expect  the  GEF  to  play  in  meeting  the  objectives  of  the  United  Na- 
tions Framework  Convention  on  Climate  Change,  the  Convention 
on  Biological  Diversity,  protecting  international  waters  and  pre- 
venting further  depletion  of  the  stratospheric  ozone  layer. 

Let  me  just  make  one  overall  comment  about  these  problems. 
They  are  problems — in  a  sense  the  GEF  is  focused  on  developing 
countries,  but  these  are  problems  that  affect  the  lives  and  well- 
being  of  Americans  because  all  three  issues  that  I  mentioned,  the 
climate  change,  biodiversity  and  ozone  layer,  have  direct  effects  on 
the  United  States  and  its  citizens. 

I'll  just  mention  a  couple  of  things.  We  are  now  at  a  stage  in  the 
atmosphere  where  human  activity  has  changed  the  composition  to 
such  an  extent  that  scientists  ag^ee  that,  over  coming  decades,  the 
Earth  will  warm  at  possibly  an  unprecedented  rate,  causing 
changes  in  weather  patterns,  rainfall,  sea  level,  and  a  host  of  other 
changes  to  the  way  our  planet  operates.  We  now  know  that  we 
have  a  hole  in  the  ozone  layer  the  size  of  North  America  over 
Antarctica  that  will  not  go  away  until  late  in  the  next  century  if 
our  efforts  to  control  CFCs  are  successful. 

We  also  know  that  biological  diversity  that  provides  much  of  the 
world's  agricultural  productivity  and  pharmaceutical  products,  that 
these  resources  are  being  lost  at  an  ever-increasing  rate,  unprece- 
dented in  many  tens  of  millions  of  years,  due  to  human  activity. 

The  GEF  is  a  principal  source  of  new  and  additional  funds  to 
combat  global  environmental  problems.  The  Rio  Conference  on  En- 
vironment and  Development  in  June  1992  forged  a  new  recognition 
that  our  planet  and  its  ecosystems  are  indeed  fragile  and  that 
human  activities  are  affecting  them  detrimentally.  To  deal  with 
these  problems,  governments  in  Rio  called  for  a  new  partnership 
between  North  and  South  in  pursuit  of  sustainable  development. 

Many  in  the  developing  world  see  global  warming,  the  loss  of  bio- 
logical diversity,  pollution  of  international  waters,  and  depletion  of 
the  ozone  layer  as  distant  problems  in  comparison  with  more  press- 
ing issues  such  as  economic  development  or  environmental  deg- 
radation at  the  local  or  national  level.  Many  believe  that  threats 
to  the  global  environment  have  arisen  largely  as  a  result  of  indus- 
trialization by  northern  countries.  They  point  to  wide  disparities  in 


consumption  patterns  between  North  and  South,  noting  that  a 
child  bom  in  a  northern  industrialized  country  is  a  significantly 
greater  threat  to  the  global  environment  than  a  child  born  in  the 
South. 

We  know,  however,  that  even  the  strongest  efforts  of  the  OECD 
countries  can  be  undone  or  rendered  ineffective  if  developing  coun- 
tries follow  a  similar  industrialization  path  in  their  own  develop- 
ment. Indeed,  a  significant  future  threat  to  the  global  environment 
arises  from  current  development  paths  in  the  Third  World.  Only  if 
we  are  able  to  change  those  development  paths  and  make  them 
sustainable  will  we  be  able  to  avert  this  threat. 

Developing  countries  are  not  unwilling  to  take  part  in  such  a 
global  effort,  but  many  lack  the  resources  needed  to  develop  in  en- 
vironmentally sustainable  ways.  Most  are  hard-pressed  to  allocate 
existing  resources  to  problems  they  consider  more  immediate  and 
tractable. 

This  is  where  the  GEF  is  vital,  both  economically,  in  assisting 
developing  countries  to  deal  with  problems  of  the  global  environ- 
ment, and  politically,  in  demonstrating  that  industrialized  coun- 
tries are  prepared  to  work  cooperatively  toward  our  common 
future. 

In  this,  the  GEF  is  very  much  the  glue  that  will  bind  us  together 
in  pursuit  of  sustainable  development.  Without  it  and  the  resources 
it  will  provide,  developing  countries  may  have  little  incentive  to  act 
or  to  take  seriously  threats  to  the  global  environment  that  are  like- 
ly to  affect  them  most  directly,  threats  with  which  they  may  be 
least  prepared  to  cope. 

Some  take  a  narrow  view.  To  them,  money  can  only  be  spent  in 
two  places,  at  home  or  somewhere  else.  They  consider  money  not 
spent  at  home  to  be  foreign  aid.  Their  implication  is  that  money 
not  spent  at  home  is  a  giveaway,  something  for  which  we  get  noth- 
ing in  return. 

I  submit  that  the  United  States  or  even  the  entire  OECD  is  un- 
able, alone,  to  address  the  significant  global  environmental  prob- 
lems we  face.  Unaddressed,  these  problems  will  affect  us  as  surely 
as  they  will  affect  all  other  peoples  of  the  Earth. 

Our  world  is  getting  smaller  day  by  day.  Emissions  of  carbon  di- 
oxide and  other  greenhouse  gases  in  New  Delhi  or  Beijing  are  just 
as  significant  to  atmospheric  concentrations  as  emissions  in  Los 
Angeles  or  New  York.  Forests  destroyed  or  mismanaged  in  Brazil 
or  Malaysia  are  just  as  important  to  the  preservation  of  species 
and  the  removal  of  greenhouse  gas  emissions  as  forests  destroyed 
or  mismanaged  in  the  United  States. 

With  the  GEF,  we  have  created  an  historic  opportunity  to  build 
partnerships  indispensable  to  the  future  well-being  of  our  planet. 

Thank  you. 

[The  prepared  statement  of  Rafe  Pomerance  can  be  found  in  the 
appendix.] 

Chairman  Frank.  Thank  you,  Mr.  Pomerance.  Next  is  David 
Reed,  Director  of  the  International  Institutions  Policy  Program, 
World  Wide  Fund  for  Nature. 


STATEMENT  OF  DAVID  REED,  DDIECTOR,  INTERNATIONAL  IN- 
STITUTIONS POLICY  PROGRAM,  WORLD  WIDE  FUND  FOR  NA- 
TURE (WWF-INTERNATIONAL). 

Mr.  Reed.  Thank  you,  Mr.  Chairman. 

The  basic  point  that  I  would  hke  to  make  through  my  testimony 
today  is  that  while  the  GEF  is  nearing  successful  completion  of  its 
year-long  Institutional  Reform  Program,  the  facility  remains  a  fi- 
nancial mechanism  without  a  clear  sense  of  purpose,  clearly  stated 
objectives,  or  a  coherent  strategy. 

Unless  a  clear  articulation  of  policy  and  strategy  is  agreed  upon, 
the  GEF  too,  as  in  the  pilot  phase,  will  produce  a  seemingly  hand- 
some portfolio  of  projects  that  actually  are  only  of  peripheral  rel- 
evance in  addressing  problems  that  threaten  the  viability  of  the 
biosphere. 

Let  me  make  three  points  to  substantiate  this  view,  then  con- 
clude with  two  specific  recommendations. 

First,  the  GEF  has  made  an  important  contribution.  The  GEF  is 
an  expression  of  the  international  community's  understanding  that 
the  growing  environmental  crises  must  be  addressed  through  mul- 
tilateral approaches.  Had  the  GEF  replenishment  collapsed,  pros- 
Eects  for  multilateral  cooperation  would  have  suffered  a  major  set- 
ack  with  consequences  tnat  would  have  included  years  of  inaction 
and  worsening  environmental  degradation.  Its  importance  is  also 
reflected  in  the  fact  that  many  GEF  projects  will  have  a  positive 
impact  repairing  the  degraded  biosphere  and  preventing  further 
environmental  damage. 

My  second  point  is  that  the  year-long  restructuring  process  now 
nearing  completion  has  brought  about  significant  and  positive 
changes  in  the  institutional  arrangements  oi  the  facility.  The  GEF 
restructuring  has  shifted  accountability  from  implementing  agen- 
cies to  participants.  It  has  created  a  functionally  independent  sec- 
retariat; it  has  given  veto  power  to  the  newly  created  council. 

A  number  of  operational  issues  are,  as  yet,  unresolved  and  will 
be  addressed  by  the  coimcil  when  it  meets  in  July.  Those  issues  in- 
clude information  disclosure,  NGO  observer  status,  and  means  of 
gaining  access  to  NGO  resources  for  organizations  other  than  im- 
plementing agencies.  We  expect  the  Treasury  Department  to  per- 
severe in  pursuing  changes  in  these  areas  and  therefore  do  not 
recommend  the  conditions  be  attached  to  the  fiscal  year  1995 
appropriation. 

My  third  point  is  that,  despite  the  potential  benefit  of  its  projects 
and  the  institutional  restructuring,  the  GEF  remains  a  financial 
mechanism  without  clear  objectives,  strategy,  and  investment  pri- 
orities. It  is  impossible  to  tell  what  long-range  goals  it  hopes  to  ac- 
complish through  its  scattered  and  disparate  projects. 

During  the  pilot  phase,  the  implementing  agencies  relied  heavily 
on  technical  and  scientific  responses  to  environmental  problems 
that  had  their  origins  in  basic  development  policy  failures.  Those 
failures  included  not  internalizing  environmental  costs  and  devel- 
opment projects,  providing  economic  incentives  that  promote  envi- 
ronmental destruction,  extracting  natural  resources  at  unsus- 
tainable rates,  and  many  other  causes. 

But  rather  than  addressing  these  problems  and  thereby  helping 
to  promote  sustainable  development,  the  pilot  phase  invested  in  a 
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host  of  projects  that  included  technological  innovations,  creative  fi- 
nancing arrangements,  and  institutional  building  activities.  These 
projects  may  generate  some  benefits,  and  they  are  well  distributed 
geographically  emd  thematically.  But  they  also  lack  internal  cohe- 
sion and  an  overarching  purpose. 

The  GEF  continues  to  rely  on  technical  responses  to  these  basic 
problems.  The  most  recent  egregious  example  of  this  is  using  incre- 
mental cost  analysis  as  a  means  of  helping  determine  investment 
priorities.  While  tools  of  cost  comparison  can  be  useful  in  the  final 
stage  of  project  preparation,  they  should  not  serve  as  a  proxy  for 
making  basic  policy  decisions. 

Viewed  from  its  written  and  oral  statements,  the  GEF  secretariat 
has  attributed  inordinate  expectations  to  the  incremental  cost  anal- 
ysis in  shaping  future  investment  priorities  rather  than  addressing 
the  many  imderlying  and  yet  unresolved  policy  issues. 

To  be  blunt,  Mr.  Chairman,  it  will  be  difficult  in  the  future  to 
justify  further  appropriations  to  the  GEF  unless  a  clear  articula- 
tion of  objectives  and  strategies  is  forthcoming.  While  WWF  sup- 
ports an  unconditional  appropriation  for  fiscal  year  1995,  the 
Treasury  Department's  success  in  working  with  other  participants 
to  articulate  this  clear  strategic  vision  will  determine  the  need  to 
seek  conditions  in  the  future. 

In  light  of  the  above,  I  would  like  to  conclude  my  testimony  with 
two  specific  recommendations.  First,  the  Treasury  Department 
must  aggressively  promote  GEF  policy  clarifications  on  four  inter- 
related levels  and  thereby  provide:  One,  a  sharper  definition  of  ob- 
jectives; two,  a  clearly  articulated  set  of  investment  strategies; 
three,  indicative  lists  of  costs  to  be  allowed  under  each  of  the  four 
thematic  areas  of  the  GEF;  and,  four,  clarification  on  the  role  the 
tools  of  comparative  cost  analysis  can  play  in  shaping  the  GEF 
portfolio. 

My  second  recommendation,  Mr.  Chairman,  is  that  this  sub- 
committee should  support  and  encourage  the  formation  of  a  com- 
mission led  by  the  Treasury  Department  that  will  assess  the  ability 
of  the  multilateral  financial  community,  including  the  GEF,  to  re- 
spond to  the  new  challenges  of  promoting  sustainable  development. 
This  commission  should  bring  together  agencies  of  the  U.S.  govern- 
ment and  the  academic  and  NGO  communities. 

WWF  is  willing  to  explore  ways  of  sharing  the  expenses  of  this 
commission  between  NGOs  and  the  government.  The  outputs  of 
this  commission  should  include:  One,  a  reform  agenda  that  the 
MDBs,  including  the  GEF,  should  pursue  to  promote  sustainable 
development;  two,  performance  indicators  by  which  the  U.S.  gov- 
ernment can  measure  the  success  of  these  institutions  in  reforming 
their  operations;  and,  three,  steps  that  can  be  taken  to  enlist  sup- 
port of  other  donor  countries  in  promoting  these  reforms  of  the 
international  financial  institutions. 

This  commission  can  establish  longer  term  goals  and  objectives 
for  the  U.S.  government  and  thereby  help  move  beyond  the  reactive 
piecemeal  approach  to  inducing  reform  in  these  institutions. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  David  Reed  can  be  found  in  the 
appendix.] 


Chairman  Frank.  Thank  you,  Mr.  Reed.  Finally,  we  have  Donald 
Groldberg,  who  is  an  attorney  with  the  Center  for  International 
Environmental  Law. 

STATEMENT  OF  DONALD  GOLDBERG,  ATTORNEY,  CENTER 
FOR  INTERNATIONAL  ENVIRONMENTAL  LAW 

Mr.  Goldberg.  I  am  testifying  on  behalf  of  the  Center  for  Inter- 
national Environmental  Law,  tne  Environmental  Defense  Fund, 
Friends  of  the  Earth,  the  National  Wildlife  Federation,  the  Natural 
Resources  Defense  Council,  and  the  Sierra  Club. 

I  have  six  recommendations  that  we  believe  will  help  the  GEF 
achieve  its  mission  to  help  developing  countries  address  global  en- 
vironmental problems. 

First,  we  recommend  that  the  full  $400  million  the  administra- 
tion has  requested  for  the  GEF  be  approved,  provided,  however, 
that  the  conditions  which  Congress  placed  on  its  fiscal  year  1993 
contribution  to  the  GEF  are  reinstated.  No  money  should  be  appro- 
priated for  fiscal  year  1995  or  disbursed  to  the  GEF  until  Treasury 
reports  to  Congress  that  all  conditions  have  been  met. 

Let  me  review  the  conditions  in  the  1993  legislation  and  explain 
how  we  believe  they  should  be  interpreted. 

Condition  one  states  the  GEF  must  establish  clear  procedures 
ensuring  public  availability  of  documentary  information  on  all 
projects  and  associated  projects  of  the  GEF  implementing  agencies. 

This  means  full  information  about  associated  projects  must  be 
disclosed  to  the  public.  Associated  projects  are  World  Bank  projects 
linked  to  GEF  investment  projects.  They  usually  contain  the  lion's 
share  of  the  funding  and  have  the  greatest  environmental  impact. 

Also,  where  the  GEF  legitimately  withholds  information  for  rea- 
sons of  confidentiality,  it  must  explain  why  full  disclosure  is  not 
possible. 

The  second  condition  states  the  GEF  must  establish  clear  proce- 
dures, ensuring  that  affected  peoples  in  recipient  countries  are  con- 
sulted on  all  aspects  of  identification,  preparation,  and  implemen- 
tation of  GEF  projects.  To  fulfill  this  condition  consultation  must 
take  place  with  local  citizens,  not  merely  NGOs  in  the  major  cities, 
and  the  consultations  must  not  be  cosmetic  only,  as  they  often  have 
been  in  the  past.  Adequate  information  must  be  provided  far 
enough  in  advance  to  make  the  consultations  meaningful. 

Condition  three  states  that  the  GEF  must  have  a  governance 
process  that  will  provide  for  contributor  country  oversight  of  indi- 
vidual projects  in  the  Work  Program. 

Countries  working  through  the  counsel  will  have  the  ability  to 
review  and,  if  need  be,  reject  individual  projects.  However,  they 
also  must  have  access  to  full  information  about  the  associated 
projects.  Without  this  information,  they  will  not  be  able  to  carry 
out  their  oversight  function. 

Condition  four  states  that  specific  provisions  must  be  established 
for  the  participation  of  nongovernmental  organizations  in  all 
phases  of  the  project  cycle.  We  believe  NGO's  must  be  able  to  par- 
ticipate fully  in  the  policy  and  project  discussions  of  the  counsel  as 
well  as  other  key  points  in  the  GEF  process.  This  should  begin 
with  NGOs  being  given  observer  status  to  all  council  meetings. 
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To  sum  up  this  point,  a  strong  coalition  of  NGOs  will  support  full 
authorization  if  the  fiscal  year  1993  conditions  are  reinstated.  Until 
Treasury  is  able  to  certify  that  those  conditions  have  been  met,  no 
fiscal  year  1995  funds  should  be  released. 

My  second  point  is  that  the  GEF  must  leverage  its  funds  more 
efficiently  to  protect  the  environment.  The  GEF  is  a  relatively 
small  fund  which  is  being  asked  to  perform  a  herculean  task.  It 
must  leverage  the  much  larger  sums  spent  by  other  international 
institutions  and  by  national  governments  to  be  effective. 

One  important  way  to  achieve  such  leveraging  is  to  develop  a 
strict  definition  of,  and  criteria  for,  associated  projects.  The  admin- 
istration could  do  this  by  submitting  an  interpretive  statement. 
The  GEF  also  should  insist,  as  a  condition  of  project  implementa- 
tion, that  other  projects  by  implementing  agencies  be  consistent 
with  GEF  objectives. 

My  third  point  is  that  the  secretariat  must  be  independent.  Inde- 
pendence is  vital  to  the  success  of  the  new  GEF.  The  fact  that  65 
percent  of  project  funding  was  administered  by  the  World  Bank 
demonstrates  the  extent  to  which  the  GEF  was  captured  by  the 
Bank  in  its  pilot  phase. 

The  secretariat  should  review  projects  submitted  by  the  imple- 
menting agencies  and  by  other  executing  agencies,  including  other 
multilateral  development  banks,  United  Nations  agencies  and  pro- 
grams, governmental  and  nongovernmental  organizations  and  the 
private  sector  to  ensure  consistency  with  GEF  policies  and  with  the 
policies,  program  priorities,  and  eligibility  criteria  established  by 
the  climate  and  biodiversity  conventions. 

Which  brings  me  to  my  fourth  point.  The  Conference  of  the  Par- 
ties for  the  climate  and  biodiversity  conventions  must  establish  the 
GEF's  policies,  program  priorities,  and  eligibility  criteria  for  those 
two  program  areas. 

An  independent  evaluation  recommended  that  until  these  are  in 
place,  new  program  initiatives  should  not  be  undertaken.  In  the  in- 
terim, the  GEF  should  focus  on  convention  requirements  that  have 
already  been  identified,  such  as  creating  and  strengthening 
national  climate  and  biodiversity  strategies,  and  developing  in- 
country  capacity-building. 

My  fiflh  point  is  that  the  United  States  and  the  GEF  must  de- 
velop a  clear  strategy  for  international  waters.  The  scope  of  the 
international  waters  portfolio  needs  to  be  defined  in  terms  of  fresh 
and  marine  waters,  and  linkages  to  other  program  areas,  such  as 
biodiversity,  and  existing  international  agreements  need  to  be  iden- 
tified. 

My  last  point  is  that  oversight  and  review  mechanisms  need  to 
be  put  in  place  for  the  GEF.  World  Bank-related  projects  should  be 
brought  within  the  jurisdiction  of  the  independent  inspection  panel 
which  this  subcommittee  worked  hard  to  establish. 

For  non-World  Bank  projects,  a  procedure  similar  to  the  panel 
should  be  created.  The  restructured  GEF  will  also  be  revising  its 
administrative  procedures  and  an  international  administrative  pro- 
cedures act,  modeled  afler  the  U.S.  APA,  would  benefit  the  GEF 
and  all  of  our  other  international  institutions. 
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Finally,  we  also  agree  with  the  independent  evaluation  that  a 
permanent  mechanism  should  be  established  for  identifying  lessons 
and  promoting  their  application  in  GEF  programs. 

In  conclusion,  we  believe  the  GEF  can  play  a  very  important  role 
in  achieving  environmentally  sustainable  development,  and  we  are 
eager  to  work  with  the  subcommittee  and  the  Administration  to  as- 
sure the  GEF  achieves  its  full  potential. 

We  commend  the  Administration  for  its  considerable  success 
with  the  restructuring,  and  we  are  confident  the  job  can  now  be 
finished. 

[The  prepared  statement  of  Donald  Goldberg  can  be  found  in  the 
appendix.] 

Chairman  FRANK.  Thank  you.  I  appreciate  the  focused  testimony 
of  all  the  witnesses.  It  is  going  to  help  us  a  great  deal.  Let  me  ask 
a  couple  of  questions. 

With  regard  to  the  conditions  that  you've  asked  to  be  formally  re- 
instated, Mr.  Goldberg,  what  is  your  sense  of  how  well  they  are 
being  complied  with,  or  are  there  some  that  are  being  complied 
with  and  others  not? 

Mr.  Goldberg.  We  feel  that  compliance  in  terms  of  implementa- 
tion of  the  procedures  that  have  been  asked  for  has  been  very  bad. 
All  we  have  right  now,  which  we  can  say  has  been  very  positive, 
is  movement  in  the  direction  of  compliance — I  guess  "compliance" 
is  the  wrong  word. 

The  restructuring  certainly  reflects  that  there  has  been  some 
movement  in  terms  of  satisfying  Congress'  conditions,  but  in  terms 
of  implementation,  I  would  say  there  is  no  indication  that  that's 
really  occurred  yet. 

Chairman  Frank.  Ms.  Levine. 

Ms.  Levine.  Mr.  Chairman,  thank  you.  If  I  may,  I  would  like  to 
add  to  a  point. 

The  fiscal  year  1993  conditions  were  imposed  during  the  pilot 
phase.  There  was  no  council,  there  was  no  strong  secretariat. 

The  principles  contained  in  the  fiscal  year  1993  conditions  were 
the  basis  on  which  we  negotiated  the  restructuring.  We  now  have 
a  founding  resolution  that  contains  the  principles  of  all  those  condi- 
tions. It  will  now  be  up  to  the  council,  which  we  will  be  a  strong 
member  of,  to  make  sure  that  the  operational  policies  are  in  place 
and  that  the  procedures  are  in  place  to  reflect  those  principles. 

So  I  believe  quite  firmly  that  today  is  different  than  fiscal  vear 
1993  when  we  were  talking  about  the  pilot  phase  and  where  there 
was  no  effective  mechanism  or  donor  oversight,  all  of  which  now 
exist. 

I  think  it  would  be  a  serious  issue  if  we  were  to  send  a  message 
to  all  the  countries  that  participated,  that  we  had  to  bring  along, 
that  we  were  not  that  pleased  at  times  with  the  direction  that  we 
were  headed.  If  we  sent  a  message,  which  imposing  conditions  from 
a  different  time  would  send,  that  there  has  been  no  progress,  then 
that  would  have  serious  repercussions. 

Chairman  Frank.  Let  me  make  a  comment  here  which  I  really 
did  want  to  get  on  the  record — and  I  appreciate  the  fact  that  both 
Mr.  Reed  and  Mr.  Goldberg  acknowledge  that  the  Administration 
has  been  trying  to  move  and  has  had  some  success  in  moving  in 
the  right  direction.  One  of  the  things  that  dismayed  me  last  year 


12 

was  to  find  out  the  extent  to  which  the  United  States  was  so  iso- 
lated when  it  pushed  for  sensible  environmental  policies,  not  iust 
from  developing  nations  but  some  of  our  industrial  country  allies. 

While  we  are  not  going  to  just  pat  ourselves  on  the  back,  we  are 
going  to  keep  pushing  ahead,  it  ought  to  be  noted  that  the  United 
States  has  been  in  the  forefront  of  this  and  we  have  run  into  a  lot 
of  resistance.  So  when  Deputy  Assistant  Secretary  Levine  refers  to 
that,  I  now  know  from  experience  that  that  is  the  case,  that  we  do 
run  into  this  kind  of  resistance. 

I  urge,  again,  my  friends  in  the  NGOs  to  the  extent  that  you  can 
help  stimulate  the  same  kind  of  activity  that  you  engage  in  here 
in  the  United  States  in  other  countries,  particularly  in  Western  Eu- 
rope, where  there  ought  to  be  like-minded  people,  that  would  be 
very  helpful. 

Yes,  Mr.  Goldberg. 

Mr.  Goldberg.  Mr.  Chairman,  if  I  could  just  briefly  comment  on 
both  what  you  said  and  what  Ms.  Levine  said. 

Ms.  Levine  acknowledges  that  there  is  work  that  remains  to  be 
done,  but  the  GEF  is  a  work  in  progress  and  we  don't  yet  have  the 
procedures,  though  we  do  have  some  good  policies  in  the  restruc- 
turing document,  which  I  might  add,  however,  do  have  some  ambi- 
guities which  give  us  a  little  bit  of  concern. 

But  the  point  that  you  make,  I  think,  is  really  the  important  one 
and  that  is  that  the  United  States  has  been,  you  could  say,  either 
isolated  or  you  could  say  the  leader  on  this  issue. 

Our  concern  now  is  that  if  we  remove  the  conditions  that  have 
been  in  place  up  until  now,  and  which  seem  to  have  worked  effec- 
tively, it  will  send  the  wrong  signal,  that  the  United  States  no 
longer  is  playing  a  leadership  role  on  these  issues,  but  is  prepared 
to  move  on  to  other  things  that  it  might  consider  more  important. 

Chairman  Frank.  I  appreciate  that,  and  I  think  there  is  agree- 
ment among  us  all  here  on  the  importance  of  the  conditions.  The 
question  is  how  best  to  phrase  America's  continuing  commitment 
to  those  conditions. 

We  will  work  on  that  basis.  There  is  an  agreement  on  the  sub- 
stance, and  we  then  get  into  a  strategic  and  tactical  set  of  ques- 
tions: How  best  can  we  make  the  rest  of  the  world  understand  that 
we  are  committed  to  those  conditions?  We  will  work  on  that 
further. 

Mr.  Reed,  let  me  just  ask  you  a  couple  of  questions.  The  commis- 
sion you  talked  about,  that  would  be  an  entirely  U.S.  commission 
I  assume? 

Mr.  Reed.  That  is  correct. 

Chairman  Frank.  Private  and  public  entities  within  the  United 
States,  and  it  would  deal  not  with  the  GEF  only  but  with  all  of 
the 

Mr.  Reed.  The  board  and  multilateral  community,  yes. 

Chairman  Frank.  I  had  one  other  question  for  you.  The  three 
conditions  you  talked  about,  the  three  issues,  the  information  dis- 
closure, NGO  status.  Are  there  things  where  you  are  now  not  yet 
satisfied  or  you  think  we  need  more  progress? 

Mr.  Reed.  We  do  need  more  progress,  Mr.  Chairman.  We  believe 
that  the  NGO  community  has  made  very  clear  what  changes  we  be- 
lieve still  must  be  enacted. 
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The  reason  that  we  are  not  suggesting  that  conditions  be  apphed 
is  that,  one,  it  is  clearly  in  the  best  interest  of  the  U.S.  Treasury 
Department  to  continue  promoting  these  reforms. 

Second,  there  has  been  a  very  clear  track  record  of  trying  to  pro- 
mote these  reforms,  and  there  is  reason  to  believe  they  will  con- 
tinue to  persevere  and  to  promote  them. 

Third,  we  really  believe  that  the  main  issues  before  us  now  are 
not  the  institutional  issues,  albeit  they  have  been  very  important 
in  the  past. 

We  nave  policy  concerns,  fundamental  directions  of  strategy  of 
this  facility  that  must  be  put  in  the  forefront. 

Chairman  Frank.  One  of  the  things  we  should  make  clear,  we 
will  be  asked  to  do  an  authorization,  but  I  assume  by  now  that  peo- 
ple understand  that  we  have  an  annual  appropriations  process,  and 
getting  these  appropriations  through  is  not  easy  when  everybody 
loves  them,  so  people  who  are  engaged  in  this  in  other  countries 
ought  to  be  clear:  At  any  point,  any  substantial  break  in  the  ranks 
of  those  who  are  in  principle  in  favor  of  this  activity  jeopardizes 
our  ability  to  fund  it.  Anytime  we  have  less  than  unanimity  among 
those  who  favor  this  sort  of  international  development,  it  is  jeop- 
ardized, as  we  came  close  to  losing  several  votes  last  year. 

As  I  said,  I  will  take  it  as  agreed  that  we  want  to  preserve  these 
conditions  and  think  among  ourselves  about  the  best  way  to 
achieve  that. 

Yes,  Ms.  Levine. 

Ms.  Levine.  Mr.  Chairman,  the  conditions  deal  with  the  informa- 
tion disclosure,  with  donor  oversight,  and  with  participation.  If  I 
may,  since  not  everyone  here  is  familiar  with  what  we  negotiated, 
I  would  like  very  briefly — to  read  for  you  paragraph  5  of  the  instru- 
ment. That  says:  "The  GEF  operational  policies  shall  be  deter- 
mined by  the  council  in  accordance  with  their  responsibilities  and 
with  respect  to  GEF  financed  projects,"  which  we  and  others  have 
interpreted  to  mean  projects  where  there  is  GEF  money,  "shall  pro- 
vide for  full  disclosure  of  all  nonconfidential  information  and  con- 
sultation with,  and  participation  as  appropriate  of,  major  groups 
and  local  communities  throughout  the  project  cycle." 

It  is  now  up  to  us  to  make  sure  the  procedures  are  there,  but 
this  is  embedded  in  the  founding  resolution,  so  everyone  has  come 
along  with  us  and  agreed  to  a  principle  of  full  disclosure  and 
participation. 

Chairman  Frank.  Thank  you.  Let  me  just  add,  by  the  way,  that 
I  did  want  to  explicitly  agree  with  Mr.  Goldberg. 

Yes,  it  would  be  my  insistence,  to  the  extent  that  I  am  able  to 
do  it,  that  the  review  panel  that  the  World  Bank  set  up  at  our  re- 
quest, that  they  have  full  authority  over  the  GEF  projects  that  the 
World  Bank  does,  and  as  to  the  other — and  I  assume  that  is 
agreed. 

As  to  the  non-World  Bank  projects,  one  of  the  things  we  will  be 
talking  about  is,  for  the  GEF  and  for  the  smaller  regional  banks, 
what  is  the  analog  of  the  review  panel  that  would  make  sense,  be- 
cause we  certainly  think  that  there  should  be  analogous  entities 
that  cover  all  of  the  multilateral  entities.  So  we  do  intend  to  work 
further  on  that. 

Mr.  Sanders. 
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Mr.  Sanders.  Thank  you,  Mr.  Chairman.  I  apologize  for  being 
late.  I  would  like  to  submit  a  written  statement. 

Chairman  Frank.  Anybody  who  has  any  written  statements  or 
anything  reasonable  you  want  to  put  in  there,  go  ahead. 

Mr.  Sanders.  It  is  possible  that  some  of  them  that  I  am  going 
to  ask  have  already  been  gone  over,  so  I  apologize,  but  I  would  like 
to  direct  the  question  to  Ms.  Levine. 

Ms.  Levine,  I  share  the  concerns  of  many  about  the  financing 
and  environmental  facility  that  is  influenced  in  any  way  by  the 
World  Bank,  an  institution  which,  you  know,  has  been  plagued  by 
environmental  and  economically  unsound  decisions  in  the  past.  I 
don't  think  there  is  much  dispute  about  that. 

As  you  may  know,  one  of  the  most  notorious  examples  of  the 
World  Bank's  faulty  decisionmaking  process  occurred  during  its  ad- 
ministration of  the  pilot  Global  Environmental  Facility.  According 
to  Greenpeace,  while  the  GEF  cofinanced  an  environmentally 
sound  renewable  resources  development  project  to  India  at  $140 
million,  the  World  Bank  proposed  a  loan  to  the  National  Thermal 
Power  Plant  Corp.,  for  15  coal-fired  powerplants  and  2  gas-fired 
powerplants  at  a  cost,  if  it  is  believable,  of  $78  billion,  according 
to  Greenpeace. 

Several  studies,  including  studies  conducted  by  the  World  Bank, 
concluded  that  renewable  resources  was  a  more  efficient  and  cost- 
effective  source  of  energy  in  India  than  a  new  powerplant.  Not  only 
did  the  World  Bank  choose  to  contradict  the  policy  behind  its  GEF 
supported  project  and  deny  the  conclusions  of  its  own  studies,  it 
spent  billions  of  dollars  creating  one  of  the  world's  largest  carbon 
dioxide  emitting  projects. 

My  questions,  number  one,  what  assurances  are  incorporated 
into  the  establishment  of  GEF  that  this  type  of  mistake  will  not  be 
repeated.  Specifically  what  procedures  will  assure  a  consistency 
with  projects  funded  by  other  multinational  development  banks, 
and,  further,  what  procedures  will  ensure  that  funds  will  not  go  to 
projects  and  regions  that  are  already  getting  sufficient  aid  from 
other  sources? 

Ms.  Levine.  Thank  you  for  your  question,  Mr.  Sanders. 

Again,  I  think  today  is  different  from  the  pilot  phase.  We  now 
have  a  council  that  will  have  an  effective  role  in  determining  how 
GEF  money  will  be  used,  and  will  certainly  be  concerned  about 
which  regions  get  it.  It  is  $2  billion  which  will  be  spread  over  all 
the  developing  countries,  not  very  much,  so  there  will  be  a  real 
competition  for  resources. 

In  the  past,  effectively  it  was  the  three  implementing  agencies 
that  made  decisions  about  how  funds  were  spent.  Today  it  is  the 
council,  and  the  secretariat  will  take  its  instructions  from  the 
council. 

In  terms  of  the  World  Bank  and  the  criticisms  that  we  ourselves 
had,  our  view  was  that  for  the  GEF  to  be  effective  it  had  to  be — 
and  we  coined  the  phrase — functionally  independent.  This  phrase 
is  now  also  embedded  in  the  founding  resolution.  Functionally  inde- 
pendent means  that  the  secretariat  of  the  GEF  will  be  staffed  by 
people  chosen  from  the  three  implementing  agencies.  More  impor- 
tantly, the  CEO,  who  will  be  accountable  to  the  council  and  to  no 
one  else,  will  also  have  the  ability  to  reject  people  that  he  or  she 
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doesn't  want,  or  to  send  them  back  to  the  implementing  agencies 
or  outright  fire  them  if  they  don't  work  out. 

So  we  have  now  a  strong  secretariat  and  a  council  that  will  make 
decisions  which  in  the  past  were  made  by  the  implementing 
agencies. 

In  terms  of  vour  specific  projects,  I  would  have  to  get  back  to  you 
on  further  information,  but  I  think  what  you  have  in  place  is  an 
inspection  panel  that  will  clearly  have  authority  over  any  World 
Bank-related  projects.  To  add  to  Mr.  Frank's  comments,  in  the 
other  regional  development  banks  where  Treasury  has  oversight, 
we  are  putting  in  place  equivalent  tj^jes  of  inspection  functions. 
The  U.N.  organizations  are  a  separate  matter,  and  I  can't  comment 
on  that  now. 

Mr.  Sanders.  Ms.  Levine,  would  you  be  in  agreement  with  many 
that  some  of  the  World  Bank's  environmental  projects  have  been, 
to  say  the  least,  suspect  and  not  effective? 

Ms.  Levine.  Mr.  Sanders,  we  all  know  and  we  have  read  the 
Wapenhans  report  and  so  we  have  had  many  conversations  with 
people  about  this.  There  have  certainly  been  severe  problems  with 
some  World  Bank  projects,  but  I  think  also  what  this  administra- 
tion has  spent  its  time  doing  for  the  last  year  is  putting  in  place 
policies  and  procedures  that  will  hopefully  prevent  serious  prob- 
lems in  the  future. 

We  now  have  a  new  information  policy  that  provides  for  a  pre- 
sumption of  disclosure  so  that,  as  Mr.  Goldberg  and  others  have 
said,  everyone  should  get  information  about  projects  earlier.  We 
have  an  inspection  panel.  We  have  strong  emphasis  by  this  admin- 
istration on  the  environment,  and  we  are  in  constant  contact  with 
senior  management  of  the  Bank  whenever  we  hear  of  potential  en- 
vironmental problems. 

Mr.  Sanders.  Thank  you. 

Mr.  Chairman,  if  I  could  ask  Mr.  Pomerance  a  brief  question? 

Mr.  Pomerance,  in  your  written  testimony  you  have  stated  the 
GEF  is  better  able  to  make  use  of  its  limited  funds  if  it  continues 
to  be  part  of  larger  products  of  the  NDBs.  As  I  indicated  earlier, 
I  am  concerned  with  the  choices  of  other  NDBs  that  have  been 
made,  especially  those  by  the  World  Bank.  Do  you  want  to  com- 
ment on  that? 

Mr.  Pomerance.  Thank  you. 

I  think  in  your  first  question,  actually,  there  might  be  a  source 
of  part  of  the  answer,  and  what  aspects  that  GEF  can  help  out 
with  because  the  GEF  in  the  context  of  climate  change  and  green- 
house gases  would  presumably  be  funding  the  type  of  projects 
which  help  to  solve  the  problem,  create  a  new  path,  a  different 
path. 

Mr.  Sanders.  One  would  think  so. 

Mr.  Pomerance.  One  would  think  so.  Now,  if  the  GEF  can  use- 
fully demonstrate  the  viability  of  alternative  supply  technology  in 
renewables,  photovoltaics,  wind,  then  that  helps  to  establish  a 
track  record  which  the  Bank  might  be  more  willing  to  follow  in  its 
massive  investrnents  rather  than  following  a  path  of  massive  in- 
vestment in  fossil  fuel  technology,  particularly  coal. 

So  the  GEF  holds  a  potential  and  begins  to  suggest  other  ways 
of  doing  things  and  if,  in  the  case  of  the  GEF  because  it  is  rather 
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small  and  can  only  produce  partial  funding,  it  may  induce  regional 
banks  or  the  World  Bank  or  other  national  institutions  to  join  in 
and  fund  the  project. 

Mr.  Goldberg.  Mr.  Sanders,  may  I  just  comment  briefly  on  your 
second  point,  which  has  to  do  with  the  linkage  between  GEF 
projects  and  these  larger  World  Bank  projects.  We  believe  that  one 
of  the  ways  to  address  the  problem  of  linking  GEF  projects  to  what 
sometimes  are  projects  that  may  have  inconsistent  goals  would  be 
to  develop  a  clear  definition  and  very  strict  criteria  for  what  types 
of  projects  could  be  associated  with  GEF  projects,  and  we  even  be- 
lieve that  it  would  be  possible  for  the  United  States  to  make  an  in- 
terpretive statement  that  would  contain,  or  at  least  suggest,  what 
those  criteria  and  definition  ought  to  be. 

Mr.  Sanders.  Thank  you. 

Chairman  Frank.  I  thank  the  panel.  We  have  no  further  ques- 
tions. We  will  probably  be  talking  to  you  individually  and  infor- 
mally because  I  think  there  is,  as  I  said,  an  agreement  that  we 
want  to  reaffirm  our  commitment  to  the  conditions,  and  we  will  try 
to  work  among  ourselves  as  to  the  best  way  that  we  can  do  that, 
I  appreciate  it,  and  I  think  it  ought  to  be  noted  that  for  me  the 
GEF  was  a  new  subject  a  year  and  some  months  ago  when  I  took 
over,  and  I  am  pleased  to  see  that  some  progress  has  been  made. 
Obviously,  there  is  still  a  lot  of  difficulty,  and  trying  to  deal  with 
environmental  issues  on  an  international  level  obviously  magnifies 
the  difficulties,  but  I  think  the  Administration  has  shown  some 
very  good  faith  and  has  had  some  good  results,  and  we  will  work 
with  you  to  try  to  help  you  get  some  more  in  the  future. 

The  hearing  is  adjourned. 

[Whereupon,  at  10:53  a.m.,  the  hearing  was  adjourned.] 
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STATEMENT  OF 

TREASURY  DEPUTY  ASSISTANT  SECRETARY 

SUSAN  B.  LEVINE 

BEFORE  THE  SUBCOMMITTEE  ON  INTERNATIONAL  DEVELOPMENT, 

FINANCE,  TRADE  AND  MONETARY  POLICY 

OF  THE  HOUSE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 


Mr.  Chairman,  I  appreciate  the  opportunity  to  appear  again  before  this  Sub-committee. 
The  Administration  is  requesting  authorization  for  the  newly  restructured  Global 
Environment  Facility  (GEF).   Our  request  is  for  $400  million,  to  be  paid  in  over  four 
years.   We  hope  to  join  other  donors,  including  the  rest  of  the  G-7,  in  this  vital 
international  effort.   Our  contribution  would  be  roughly  21%  of  a  total  replenishment  of 
over  $2  billion  dollars. 

The  Administration  attaches  great  importance  to  the  GEF.   We  see  the  GEF  as  a 
unique  forum  for  cooperation  between  developed  and  developing  countries  in  addressing 
global  environmental  issues.   I  am  particularly  pleased  that  Rafe  Pomerance,  my 
colleague  from  the  State  Department,  is  here  with  us  today. 

On  many  occasions,  Rafe  has  said  that  the  GEF  is  the  glue  which  cements  the  process  of 
international  cooperation  on  the  environment.   In  this  context,  we  are  convinced  that 
U.S.  participation  in  the  GEF  is  essential.    Moreover,  we  believe  that  key  U.S.  interests 
are  protected  in  the  restructured  GEF. 

As  you  know,  the  economies  of  the  world  have  become  closely  inter-linked.  And  I  think 
it  fair  to  say  that  our  environments  are  even  more  closely  linked.   Just  consider  the  facts. 
The  buildup  of  greenhouse  gasses  raises  the  possibility  of  far-reaching  changes  in  the 
global  climate  system.   Rising  sea  levels  may  threaten  heavily-populated  and  vulnerable 
coastal  areas  in  many  parts  of  the  world. 

NASA  and  the  National  Oceanic  and  Atmospheric  Administration  report  the  lowest     » 
Antarctic  ozone  levels  ever  measured  and  have  warned  that  deep  ozone  holes  will 
continue  to  form  annually  into  the  next  century.   And  scientists  state  that  biodiversity  is 
being  lost  faster  today  than  at  any  time  since  the  dinosaurs  became  extinct  some  65 
million  years  ago. 
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To  meet  these  threats  we  must  go  to  their  source.   This  may  mean  addressing  difficult 
environmental  issues  at  home.    However,  in  many  cases  this  will  also  require  our  support 
for  actions  outside  of  our  national  boundaries.   Most  of  the  world's  biodiversity  is  in  the 
developing  world.   A  significant  portion  of  ozone  depleting  substances  are  found  in 
Central  and  Eastern  Europe  and  the  former  Soviet  Union.   If  current  trends  continue,  it 
is  estimated  that  by  the  year  2020  the  majority  of  carbon  emissions  will  come  from 
developing  countries.   Also  predicted  for  the  year  2020  is  that  more  than  3/4  of  the 
world's  population  will  live  near  the  shore,  placing  a  greater  burden  on  the  marine 
environment. 

In  our  view  the  GEF  can  operate  effectively  to  address  these  issues.  But  it  also  must 
work  hard  to  be  cost  effective  and  to  correct  some  of  the  mistakes  it  has  made  in  the 
past.    We  want  to  be  part  of  the  process  which  can  ensure  its  success. 

As  you  know,  we  have  worked  closely  with  the  U.S.  technical  agencies  and  the  State 
Department  to  reach  an  internationally  acceptable  agreement.   We  have  consulted  with 
the  environmental  community  and  with  Congress.   I  want  to  note  that  this  Sub- 
committee has  shown  particular  leadership  and  commitment  to  an  effective  and  properly 
restructured  GEF. 

You  may  remember  from  last  year's  hearing  that  we  had  a  number  of  criticisms  of  the 
pilot  phase  of  the  GEF.   We  knew  the  pilot  phase  was  an  experiment  to  test  a  new 
approach,  but  we  felt  the  lessons  were  clear.   At  that  hearing,  we  stated  our  intention  to 
play  a  strong  role  in  restructuring  the  Global  Environment  Facihty. 

I  believe  we  have  achieved  our  objectives.    We  have  successfully  reformed  the  GEF. 
The  restructured  Global  Environment  Facihty  builds  on  the  lessons  of  the  pilot  phase.    It 
meets  the  negotiating  objectives  we  set  out.    1  would  like  to  outline  our  principal 
accomplishments. 

First,  we  were  concerned  that  the  pilot  phase  was  not  transparent,  and  that  its  projects 
failed  to  take  account  of  their  beneficiaries  on  the  ground.   We  have  succeeded  in 
embedding  the  principle  of  full  disclosure  of  all  non-confidential  information  in  the 
instrument  that  restructures  the  GEF.   We  also  placed  the  key  principle  that  local 
communities  and  NGOs  will  be  involved  throughout  the  project  cycle  in  the  text  itself. 

Second,  there  was  the  widespread  concern  that  the  pilot  phase  had  not  been  responsive 
to  the  concerns  of  donor  and  recipient  governments;  that  it  suffered  from  a  lack  of 
adequate  oversight.    We  felt  strongly  that  the  GEF  participants  should  have  the  ultimate 
authority  over  policies  and  projects. 
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To  address  this,  we  established  a  "Council"  composed  of  governments,  that  will  have 
oversight  of  the  GEF's  budget  and  program  issues.   This  Council  will  determine  the 
framework  for  the  design  of  projects,  and  have  authority  to  stop  poor  projects  from 
proceeding.   The  ultimate  authority  of  the  GEF  participants  is  now  clearly  established.   I 
regard  this  as  significant  victory. 

Third,  there  was  the  criticism  that  the  pilot  phase  of  the  GEF  had  been  unduly 
influenced  by  the  World  Bank.    We  therefore  attached  importance  to  a  strong  and 
independent  Secretariat. 

The  Secretariat  we  established  will  be  functionally  independent  of  the  World  Bank.  Its 
Chief  Executive  Officer  will  be  appointed  by  the  Council  upon  the  joint  recommendation 
of  the  implementing  agencies.  The  CEO  will  report  directly  to  the  Council.  He  or  she 
can  hire  and  fire  staff.  The  Secretariat  will  coordinate  and  monitor  the  performance  of 
the  Facility's  implementing  agencies,  and  may  make  recommendations  to  the  Council  to 
improve  the  performance  of  the  GEF. 

Fourth,  and  finally,  was  the  criticism  that  the  pilot  phase  had  not  reached  out  to  all 
sources  of  expertise  for  the  best  projects.  We  wanted  to  ensure  that  the  GEF  could 
work  with  a  variety  of  executing  agencies,  and  we  have  succeeded  in  this  as  well. 

The  GEF  will  be  able  to  work  with  regional  development  banks,  U.N.  specialized 
agencies,  private  sector  entities,  and  non-governmental  organizations.   The  Secretariat 
will  monitor  cooperation  between  the  implementing  agencies,  and  keep  the  Council 
informed. 

Our  own  criticisms  of  the  pilot  phase,  as  well  as  our  proposals,  were  reflected  in  an 
independent  evaluation  of  the  GEF.   Even  so,  I  cannot  say  that  restructuring  the  Facility 
was  easy.   We  had  to  fight  hard  over  the  last  year  to  achieve  our  objectives.   We 
succeeded  because  our  negotiating  partners  took  us  seriously  on  policy  issues  and 
believed  we  were  serious  in  our  intention  to  provide  financial  support  if  our  goals  could 
be  achieved. 

One  point  was  driven  home  to  me  time  and  time  again.  The  United  States  has  the 
capacity  to  exercise  active  and  creative  leadership  on  these  issues.    When  we  can  make 
our  cas2,  other  countries  can  be  persuaded  to  our  point  of  view.   But  we  must  pay  a  fair 
share  for  such  policy  leadership.   I  might  add  that  we  agreed  to  a  voting  system  in  the 
GEF  which  awards  votes  and  influence  to  those  who  contribute. 

Our  work  in  restructuring  the  GEF  is  basically  done.   Our  work  in  setting  directions  for 
the  GEF  has  only  just  begun.    We  have  effectively  restructured  the  Facility  to  play  a 
dynamic  role  in  international  cooperation,  but  now  we  must  demonstrate  its  ability  to 
make  progress  in  resolving  global  environmental  problems.     Substantive  actions  can  now 
begin  to  move  forward  at  a  faster  pace. 
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Several  key  issues  will  be  decided  by  the  GEF  Council  in  the  first  year  of  its  operations. 
The  Council  will  need  to  determine  the  allocation  of  funds  among  the  four  focal  areas: 
Climate  Change,  Biodiversity,  International  Waters,  and  Ozone  Depletion.   Within  these 
areas,  the  Council  will  need  to  develop  and  approve  operational  strategies  to  address  the 
relevant  issues.   These  discussions  promise  to  be  complex  and  vitally  important  to  the 
success  of  the  GEF. 

My  colleague  from  the  State  Department  will  shortly  describe  the  link  between  the  GEF 
and  the  Rio  Conventions  on  Climate  Change  and  Biodiversity.   But  let  me  open  this 
topic  by  saying  that  while  the  Rio  Conventions  provide  the  policy  guidance  in  their 
respective  areas,  it  will  be  the  GEF  that  actually  supports  their  respective  policies  and 
program  priorities. 

On  climate  change,  for  example,  the  GEF  will  oversee  the  funding  of  projects  that 
reduce  greenhouse  gas  emissions,  and  that  provide  new  or  experimental  energy 
technologies.   In  the  area  of  biodiversity,  the  GEF  will  oversee  the  implementation  of 
innovative  approaches  to  conservation.  These  may  include  trust  funds  and  support  for 
governments  and  local  communities  to  manage  their  biodiversity  resources. 

And  then  there  is  the  thorny  question  of  incremental  costs.   The  GEF  is  to  fund  only  the 
"agreed  incremental  costs  of  measures  to  achieve  agreed  global  environmental  benefits." 
These  concepts  really  must  be  defined  in  practice.   It  will  be  the  Council  that  translates 
these  concepts  into  projects. 

Throughout  the  first  year  and  beyond  of  the  restructured  GEF's  operations,  we  want  to 
be  sure  that  the  quality  of  individual  projects  is  high.    And  we  also  want  to  ensure  that  a 
range  of  institutions  constructively  are  involved  in  GEF  implementation.  This  will 
require  careful  monitoring  of  the  implementing  agencies. 

On  important  questions,  we  will  continue  to  consult  with  other  agencies,  with  the 
environmental  community  and  with  Congress.    Without  prejudging  the  outcome  of  these 
consultations,  let  me  tell  you  what  we  will  seek. 

We  will  insist  that  the  GEF  fund  the  highest  quality  projects.   The  GEF  should  set  the 
high  standard  against  which  others  are  judged.    We  believe  the  GEF  should  demonstrate 
that  it  is  possible  both  to  have  strong  economic  development  and  secure  protection  of 
the  global  environment. 

This  means  that  we  are  looking  for  cost-effective  projects.   And  it  means  that  we  are 
looking  for  projects  with  tightly  focused  objectives,  as  well  as  budgets.   We  place  a 
premium  on  small  projects,  and  believe  there  is  ample  justification  for  continuing  the  $10 
million  ceiling  on  freestanding  GEF  projects. 
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Local  participation  must  be  a  fundamental  feature  of  project  selection,  development  and 
implementation.    And  the  GEF  must  engage  in  an  active  and  aggressive  search  for  the 
best  projects  from  all  sources,  including  NGOs.    In  this  area,  the  Small  Grants  Window 
will  play  an  especially  important  rule. 

In  the  area  of  incremental  costs,  we  will  want  to  ensure  that  the  GEF  focuses  clearly  on 
achieving  global  environmental  benefits.   We  will  look  to  put  in  place  a  sensible 
approach  which  provides  the  greatest  leverage  to  GEF  funds.   We  will  want  to  catalyze, 
as  much  as  possible,  existing  public  and  private  resources  to  protect  the  global 
environment. 

Mr.  Chairman,  during  the  last  year  we  have  worked  hard  to  consult  closely  with  other 
agencies,  with  the  environmental  community,  and  with  you  and  your  staff.   I  hope  that 
we  have  earned -your  trust  and  that  you  see  that  we  share  this  Sub-committee's  objectives 
for  the  Global  Environmental  Facility. 

We  have  said  that  if  the  Global  Environment  Facility  were  appropriately  restructured  to 
meet  our  objectives,  we  would  be  prepared  to  become  a  major  contributor.   We  believe 
that  our  objectives  have  been  met,  and  therefore  request  full  authorization  to  take  our 
place  as  an  international  leader  on  global  environmental  affairs. 

Thank  you  Mr.  Chairman. 
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Chairman  Frank  and  Members  of  the  Subcommittee,  I  am 
honored  to  be  with  you  today  to  discuss  the  restructured  Global 
Environment  Facility  (GEF)  and  its  importance  in  addressing  key 
threats  to  the  global  environment. 

First,  let  me  say  that  the  Departments  of  Treasury  and 
State  have  worked  closely  throughout  the  process  of 
restructuring  and  replenishing  the  GEF.   The  Treasury 
Department,  which  led  the  negotiations,  and  Deputy  Assistant 
Secretary  Susan  Levine  in  particular,  who  headed  the  U.S. 
delegation,  performed  magnificently  in  achieving  the  U.S. 
negotiating  objectives.   Given  the  range  and  extent  of  our 
objectives,  and  the  fact  that  the  United  States  did  not 
contribute  to  the  GEF's  core  fund  in  the  Pilot  Phase,  this 
achievement  is  remarkable. 

Mr.  Chairman,  I  am  here  today  not  to  discuss  the  specifics 
of  the  restructuring  or  the  changes  that  we  anticipate 
henceforth  in  the  GEF,  but  to  provide  some  perspective  on  the 
role  that  we  expect  the  GEF  to  play  in  meeting  the  objectives 
of  the  United  Nations  Framework  Convention  on  Climate  Change, 
the  Convention  on  Biological  Diversity,  and  in  protecting 
international  waters  and  preventing  further  depletion  of  the 
stratospheric  ozone  layer. 

The  GEF  is  the  principal  source  of  new  and  additional  funds 
to  combat  global  environment  problems.   The  Rio  Conference  on 
Environment  and  Development  in  June  1992  forged  a  new 
recognition  that  our  planet  and  its  ecosystems  are  indeed 
fragile,  and  that  human  activities  are  affecting  them 
detrimentally.   To  deal  with  these  problems,  governments  in  Rio 
called  for  new  partnerships  between  North  and  South  in  pursuit 
of  sustainable  development. 
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Many  in  the  developing  world  see  global  warming,  the  loss 
of  biological  diversity,  pollution  of  international  waters  and 
depletion  of  the  stratospheric  ozone  layer  as  distant  problems 
in  comparison  with  more  pressing  issues  such  as  economic 
development  or  environmental  degradation  at  the  local  or 
national  level.   Many  believe  that  threats  to  the  global 
environment  have  arisen  largely  as  the  result  of 
industrialization  by  Northern  countries.   They  point  to  wide 
disparities  in  consumption  patterns  between  North  and  South, 
noting  that  a  child  born  in  a  Northern  industrialized  country 
is  a  significantly  greater  threat  to  the  global  environment 
than  a  child  born  in  the  South. 

We  know,  however,  that  even  the  strongest  efforts  of  the 
OECD  countries  can  be  undone  or  rendered  ineffective  if 
developing  countries  follow  a  similar  industrialization  path  in 
their  own  development.   Indeed,  a  significant  future  threat  to 
the  global  environment  arises  from  current  development  paths  in 
the  Third  World.   Only  if  we  are  to  change  those  development 
paths  and  make  them  sustainable  will  we  be  able  to  avert  this 
threat . 

Developing  countries  are  not  unwilling  to  take  part  in  such 
a  global  effort.   But  many  lack  the  resources  needed  to  .develop 
in  environmentally  sustainable  .ways.   Most  are  hard  pressed  to 
allocate  existing  resources  to  problems  they  consider  more 
immediate  and  tractable. 

This  is  where  the  GEF  is  vital,  both  economically  —  in 
assisting  developing  countries  to  deal  with  problems  of  the 
global  environment  --  and  politically  --  in  demonstrating  that 
industrialized  countries  are  prepared  to  work  cooperatively 
toward  our  common  future. 

In  this,  the  GEF  is  very  much  the  glue  that  will  bind  us 
together  in  pursuit  of  sustainable  development.   Without  it  and 
the  resources  it  will  provide,  developing  countries  may  have 
little  incentive  to  act  or  to  take  seriously  threats  to  the 
global  environment  that  are  likely  to  affect  them  most 
directly,  threats  with  which  they  may  be  least  prepared  to  cope. 

Some  take  a  narrow  view.   To  them,  money  can  only  be  spent 
two  places  —  at  home  or  somewhere  else.   They  consider  money 
not  spent  at  home  to  be  "foreign  aid."   Their  implication  is 
that  money  not  spent  at  home  is  a  give  away  —  something  for 
which  we  get  nothing  in  return.   I  submit  that  the  United 
States  or  even  the  entire  OECD  is  and  will  be  unable  alone,  at 
home,  to  address  the  significant  global  environmental  problems 
we  face.   Unaddressed,  these  problems  will  affect  us  as  surely 
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as  they  will  affect  all  the  other  peoples  of  the  Earth.   Our 
world  is  getting  smaller  day  by  day.   Emissions  of  carbon 
dioxide  and  other  greenhouse  gases  in  New  Delhi  or  Beijing  are 
just  as  significant  to  atmospheric  concentrations  as  emissions 
in  Los  Angeles  or  New  York.   Forests  destroyed  or  mismanaged  in 
Brazil  or  Malaysia  are  just  as  important  to  the  preservation  of 
species  and  the  removal  of  greenhouse  gas  emissions  as  forests 
destroyed  or  mismanaged  in  the  United  States. 

With  the  GEF  we  have  created  an  historic  opportunity  to 
build  the  partnerships  indispensable  to  the  future  well-being 
of  our  planet. 

Both  the  climate  and  biodiversity  conventions  define 
specific  financial  mechanisms.   Both  conventions  entrust  the 
operation  of  these  mechanisms  to  one  or  more  existing 
international  entities.   The  GEF  now  serves  as  the  interim 
operating  entity  for  both  conventions.   We  anticipate  that  the 
Conferences  of  the  Parties  to  the  conventions  will  soon  endorse 
a  more  permanent  role  for  the  GEF. 

Under  each  convention,  the  financial  mechanism  is  to 
function  under  the  guidance  of  and  be  accountable  to  the 
Conference  of  the  Parties.   The  Conferences  of  the  Parties,  in 
turn,  are  responsible  for  deciding  on  the  policies,  program 
priorities  and  eligibility  criteria  related  to  the  conventions. 

Some  have  asked  why  governments  have  taken  such  an 
approach.   They  suggest  that  it  would  have  been  simpler  to 
establish  separate  financial  mechanisms,  including  separate 
operating  entities,  under  each  convention.   Such  a  view  ignores 
the  important  policy  goals  governments  seek  to  achieve  through 
the  GEF. 

The  GEF  focuses  on  four  "focal  areas"  --  i.e.,  climate 
change,  biological  diversity,  international  waters  and  ozone 
depletion.   But  among  these  focal  areas,  clear  lines  of 
demarcation  are  difficult  to  find.   For  example,  preserving  a 
tropical  forest  which  serves  as  habitat  for  millions  of  species 
both  protects  such  species  and  aids  the  fight  against  global 
warming  —  for  the  same  area  that  serves  as  habitat  for 
numberous  forms  of  flora  and  fauna  also  serves  as  a  sink  for 
carbon  dioxide,  removing  such  emissions  from  the  atmosphere. 
In  preserving  a  coastal  zone  and  providing  for  sustainable 
development  within  it,  a  nation  can  protect  the  species  it 
contains  while  protecting  the  international  waters  it  adjoins. 
Chlorof luorocarbons  not  only  deplete  the  stratospheric  ozone 
layer  but  are  also  potent  greenhouse  gases.   A  single  facility 
such  as  the  GEF,  which  focuses  on  all  four  of  these  areas. 
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enables  governments  to  address  multiple  global  environmental 
concerns  simultaneously  and  avoids  the  narrower  focus  and 
compartmentalization  that  would  likely  result  if  each 
convention  were  to  have  established  its  own  financial  mechanism 
and  operating  entity. 

Moreover,  a  single  operating  entity  dealing  with  threats  to 
the  global  environment  in  four  focal  areas  is  more  efficient 
and  cost-effective  than  creating  separate  facilities  or  funds 
for  each,  with  each  such  fund  or  facility  having  separate 
staff,  administrative  costs,  meeting  schedules,  etc.   Nor  is  it 
clear  that  separate  funds  or  facilities  would  achieve  better 
results . 

Some  have  also  wondered  why  GEF  funding  is  restricted  to 
the  agreed  incremental  costs  of  measures  to  achieve  agreed 
global  environmental  benefits.   Wouldn't  it  be  simpler,  they 
ask,  to  fund  "stand-alone"  projects  in  each  of  the  focal  areas 
without  regard  to  "incremental  costs?"   The  resources  available 
to  the  GEF  should  maximize  the  benefits  to  the  global 
environment  and  must  be  used  carefully  and  strategically  to 
accomplish  their  intended  purpose.   This  can  best  be  done  by 
leveraging  such  funds  to  the  fullest  possible  extent. 

Although  the  GEF  may  fund  some  "stand-alone"  projects,  it 
seeks  more  often  to  complement  funds  from  other  sources  in 
order  to  achieve  global  environmental  benefits.   Through  such 
strategic  interventions  the  GEF  is  better  able  to  make 
effective  use  of  its  limited  funds.   Many  GEF  projects  are  and 
will  continue  to  be  part  of  larger  projects  of  the  multilateral 
development  banks  and  others. 

Another  key  purpose  of  the  GEF  is  to  avoid  marginalizing 
environmental  concerns  by  relegating  them  to  a  separate 
category  or  funding  mechanism.   The  United  States  will  use  the 
conventions  and  the  GEF  to  encourage  reforms  in  development 
institutions,  particularly  in  the  multilateral  development 
banks,  to  take  global  environmental  problems  more  fully  into 
account.   The  annual  scope  of  those  activities  vastly  exceeds 
anything  that  the  GEF  can  bring  to  bear,  and  influencing  those 
activities  to  be  more  sensitive  to  environmental  concerns  is  a 
vital  rationale  for  the  approach  the  United  States  has  taken  to 
the  GEF. 

Mr.  Chairman,  I  trust  that  I  have  been  able  to  offer  some 
insight  into  the  importance  of  this  Facility  and  the  role  it 
will  play.   This  concludes  my  formal  remarks.   I  would  be 
pleased  to  answer  your  questions. 
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Chairman  Frank  and  members  of  the  subcommittee,  I  am  David  Reed,  the  Director  of 
the  International  Institutions  Policy  Program  of  the  World  Wide  Fund  for  Nature.     Today  I 
am  testifying  on  behalf  of  the  World  Wildlife  Fund-U.S.,  which  is  the  United  States-based 
affiliate  of  the  World  Wide  Fund  for  Nature.   With  offices  in  nearly  seventy  countries  and 
five  million  members  worldwide,  WWF  is  the  largest  private  organization  working  for  the 
conservation  of  nature.    WWF  works  to  preserve  the  biodiversity  on  Earth  and  the  health  of 
ecological  systems  by  protecting  critical  species  and  their  habitats,  conserving  wildlands  by 
meeting  human  needs,  and  preventing  pollution  and  reducing  wasteful  resource  consumption. 

As  you  know,  the  U.S.  has  pledged  $430  million  over  the  next  four  years  to  the 
Global  Environmental  Facility  (GEE),  the  first  tranche  of  which  will  be  considered  during 
this  year's  appropriations  cycle.    It  is  appropriate  that  you  have  called  these  hearings  today  to 
examine  the  performance  of  the  GEF,  since  the  recent  U.S.  pledge  makes  our  government 
one  of  the  GEF's  main  financial  supporters. 


World  Wildlife  Fund 

1250Twenry-FourthSt.,NW  Washington.  DC  20037-1 175  USA 
Tel:  (202)  293-4800  Telex:  64505  P.ANDA  FAX:  (202)293-9211 
Incarporaang  T/if  Comervaaon  Foundaaon   Affihaud  with  World  Wide  FuruJ  far  Nature 
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In  June  1994,  the  Global  Environment  Facility  will  complete  its  third  and  fmal  year 
of  Pilot  Phase  operations.    During  the  Pilot  Phase,  the  GEF  invested  over  $725  million  in 
113  projects  distributed  throughout  countries  of  the  developing  world  and  Eastern  and 
Central  Europe.    Moreover,  the  successful  conclusion  of  recent  GEF  replenishment 
negotiations  reaffirmed  the  importance  that  the  international  community  attaches  to 
strengthening  the  multilateral  approach  to  address  global  environmental  problems. 

The  Pilot  Phase  of  the  GEF  concluded  with  a  year-long  restructuring  process  that 
altered  in  fundamental  ways  the  institutional  arrangements  of  the  Facility.   That  instiuitional 
restrucmring  will  allow  the  Facility  to  serve  as  the  financial  mechanism  for  the  international 
environmental  agreements  on  global  climate  change  and  biological  diversity.    The  reform 
process  created  a  new  level  of  accountability  to  the  participating  governments,  established 
new  requirements  for  public  information  disclosure,  and  put  in  place  a  far  more  democratic 
decision-making  process.    These  reforms  were  necessary  but  not  necessarily  sufficient  for  the 
GEF  to  serve  as  an  effective  mechanism  for  addressing  global  environmental  problems. 
While  the  vigilance  on  part  of  the  United  States  government  is  still  required  in  completing 
this  institutional  reform  process,  there  is  no  need  to  condition  the  FY  95  authorization  or 
appropriation  of  funds  on  further  institutional  changes  to  the  GEF  at  this  time. 

The  GEF  now  faces  a  second  reform  challenge  that  is  as  important,  if  not  more  so, 
than  its  institutional  restrucmring.    The  GEF  must  give  coherence  to  its  project  investment 
strategy.   It  must  define  its  objectives,  policies,  strategies,  and  a  list  of  indicative  costs  to  be 
funded  through  the  GEF.   This  pressing  need  for  clarification  is  carried  over  from  the  Pilot 
Phase  whose  investments,  while  potentially  useful,  are  characterized  by  a  lack  of  a  integrated 
strategic  vision,  a  failure  to  define  overall  and  thematic  objectives,  and  an  absence  of 
investment  criteria  in  the  thematic  areas.    Further,  a  major  confusion  about  the  global  and 
national  environmental  benefits  to  be  generated  through  GEF  investments  has  also  been 
inherited  from  the  Pilot  Phase.   Unless  the  GEF's  policy  framework,  objectives,  and 
strategies  are  clarified,  the  second  phase  will  reproduce  what  the  Pilot  Phase  offered,  "a 
seemingly  handsome  portfolio  of  projects  that  actually  are  of  peripheral  relevance  to  the 
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central  development  issues  that  threaten  the  viability  of  the  biosphere."'   Clearly  the  U.S. 
contribution  to  the  GEF  would  not  be  used  as  effectively  as  we  hope. 

The  main  theme  of  my  testimony  today  therefore  is  to  discuss  the  nature  of  the 
challenges  that  confront  the  GEF  at  this  critical  period  and  to  set  forth  some  specific 
recommendations  as  to  the  role  of  the  USG  in  addressing  those  challenges. 

Divorced  from  Sustainable  Development 

When  the  GEF  was  created  in  1990,  WWF  welcomed  its  formation  as  embodying  a 
hope  that  this  new  facility  would  bring  together  the  human,  financial,  and  technical  resources 
necessary  to  address  the  growing  threats  to  global  ecosystems.    It  seemed,  four  years  ago, 
that  the  GEF  also  embodied  the  promise  of  playing  a  major  catalytic  role  in  speeding  the 
transition  from  environmentally  destructive  growth  strategies  and  toward  sustainable 
development  paths. 

Four  years  later,  the  unflagging  efforts  of  governments,  development  agencies,  and 
non-governmental  organizations  to  help  the  GEF  fulfill  that  promise  have  generated  mixed 
results,  at  best.    Project  investments  of  over  $725  million  may,  in  many  cases,  lead  to 
significant  incremental  improvements  in  the  environment  of  recipient  nations.    But  it  is  also 
clear  that,  as  presently  constructed,  the  GEF  will  have  little  impact  in  reforming  the 
prevailing  development  strategies  that  underlie  a  broader  pattern  of  environmental  decline. 
Those  more  basic  strategies  have  sought  to  generate  aggregate  growth  and  improvements  in 
human  welfare  in  developing  countries,  but  have  frequently  incurred  unacceptably  high  social 
and  environmental  costs. 

The  reason  the  GEF,  as  presently  conceived,  is  unlikely  to  make  a  decisive 
contribution  to  promoting  sustainable  development  strategies  is  three-fold: 


30 


-  the  GEF  has  conceived  of  its  environmental  objectives  as  distinct  from  the  economic 
development  strategies  promoted  by  the  implementing  agencies  and  recipient 
governments; 

-  the  GEF  has  demonstrated  little  willingness  to  evaluate  its  investment  experience 
from  the  perspective  of  reforming  prevailing  development  strategies.    The  GEF  has 
been  and  remains  an  investment  mechanism  whose  policies  and  priorities  are  divorced 
from  mainstream  development  strategies;  and 

-  the  GEF  has  not  established  mechanisms  through  which  its  experience  can  be 
integrated  into  the  operations  either  of  the  three  implementing  agencies  (the  World 
Bank,  UNDP,  UNEP)  or  of  other  development  agencies.    Despite  having  a  direct 
institutional  link  with  preeminent  development  agencies,  the  GEF  investments  remain 
largely  add-on  projects,  segregated  from  the  actual  operations  of  those  institutions. 

Moreover,  it  is  clear  that  while  there  may  be  high  calibre  projects  in  the  Pilot  Phase 
GEF  portfolio,  there  is  no  overall  strategic  vision  which  unifies  its  investment  program. 

One  can  point  to  a  reasonable  geographic  and  thematic  distribution  of  GEF  resources;  one 
can  point  out  some  innovative  approaches  to  addressing  specific,  often  localized 
environmental  problems.    Yet,  no  amount  of  creative  interpretation  can  reveal  an  integrated 
long-term  strategy  for  correcting  the  underlying  policy  failures  that  have  given  rise  to  the 
environmental  problems  in  the  first  place.   Further,  there  is  no  clear  statement  of  objectives 
against  which  the  actual  contributions  of  the  Pilot  Phase  investments  can  be  assessed  in  the 
long  run.    As  a  consequence,  a  very  high  degree  of  uncertainty  obscures  the  long-term 
impacts  and  contributions  of  the  GEF. 

This  criticism  was  the  central  theme  of  WWF's  earlier  studies  on  the  GEF  Pilot  Phase 
covering  a  three-year  period.^   The  criticism  was  reiterated  by  a  recent  publication  by 
Conservation  International  and  the  Natural  Resources  Defense  Council'  that  examined  the 
projects  GEF's  biological  diversity  portfolio.   More  recently,  the  Report  of  the  Independent 


31 


Evaluation  of  the  Global  Environment  Facility  Pilot  Phase  raised  this  "lack  of  strategy  and 
objectives"  as  its  foremost  concern  about  the  GEF's  operations. 

If  Not  Sustainability,  Then  What  Is  The  GEF's  Contribution? 

We  are  in  a  historical  period  of  transition,  seeking  to  bring  our  patterns  of 
development  in  line  with  the  new  requirements  of  sustainability.   If  the  GEF  is  not 
addressing  the  new  challenges  of  sustainable  development  on  an  operational  level,  what  then 
is  the  potential  contribution  of  this  innovative  funding  mechanism?   The  fu-st  part  of  the 
answer  lies  in  the  contributions  of  the  GEF  to  forging  an  international  political  agreement 
between  donor  and  recipient  governments  regarding  the  terms  under  which  new  financial 
resources  will  be  made  available  for  global  environmental  problems.  That  political 
understanding  includes  definition  of  actions  to  be  taken  by  governments  in  the  North  and 
South,  and  includes  definition  of  funding  levels  required  to  implement  those  accords.    In 
short,  the  GEF  reinforces  the  capacity  of  the  international  community  to  act  in  unison  in 
assessing  threats  to  the  biosphere. 

Second,  GEF  will  contribute  to  repairing  the  planet's  degraded  environmental 
infrastructure.    GEF  projects  can  help  create  conditions  under  which  planet  can  begin  to 
restore  some  of  the  vital,  albeit  unpriced,  services  provided  by  the  environment.    One 
example  is  the  Poland  Forest  Biodiversity  project.    Other  projects  will  prevent  further 
environmental  damage  or  they  will  mitigate  the  negative  impacts  of  development  activities. 
The  China  Coal  Bed  Methane  Project  is  one  such  example.   Given  the  potential  positive 
impact  of  these  investments,  WWF  has  worked  closely  with  the  country  governments  to 
design  and  help  implement  a  wide  range  of  GEF-funded  projects. 

The  importance  of  these  contributions  should  not  be  understated.    As  global 
environmental  problems  continue  to  assert  themselves,  reliance  on  multilateral  action  will 
become  increasingly  central  to  humanity's  ability  to  respond.   Had  the  GEF  collapsed. 
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prospects  for  multilateral  initiatives  would  have  suffered  a  major  setback  with  consequences 
that  would  include  years  of  inaction  and  worsening  environmental  degradation. 

Reform  Process:  Stage  One 

WWF  believes  that  the  process  of  molding  the  GEF  into  a  more  effective  financial 
mechanism  for  addressing  global  environmental  problems  can  be  understood  as  a  two-stage 
endeavor.    The  first  stage,  one  brought  to  fruition  in  the  year-long  process  leading  up  to  the 
recent  replenishment,  focused  exclusively  on  the  institutional  arrangements  of  the  Facility. 
The  reforms  agreed  upon  are  significant  and  include: 

-  A  new  Council  that  will  shift  accountability  for  the  GEF  from  the  implementing 
agencies  to  the  participating  governments,  where  it  belongs. 

-  A  functionally  independent  Secretariat  that  will  service  and  report  to  the  GEF 
Council  and  Assembly,  and  not  to  the  implementing  agencies. 

-  The  new  Council  will,  through  its  veto  authority,  exercise  much  greater  control  the 
quality  of  all  GEF  projects. 


A  number  of  operational  issues  are  as  yet  unresolved  and  will  be  addressed  by  the 
newly-formed  Council  when  it  fu-st  meets  in  July,  1994.    Included  among  these  operational 
issues  are: 

-  Final  clarification  of  information  disclosure,  particularly  as  it  pertains  to  associated 
World  Bank  projects; 

-  Procedures  for  establishing  observer  stams  at  GEF  meetings; 
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-  Procedures  governing  direct  access  to  GEF  funds  by  organizations  other  than  the 
implementing  agencies. 

These  remaining  institutional  issues  will  require  vigilance  and  active  support  of  the  US 
Treasury  Department  during  the  early  stages  of  the  GEF  II.   Enlisting  support  in  the  wider 
donor  community  will  be  essential  for  successful  resolution  of  these  outstanding  issues.    If 
the  Treasury  Department  maintains  its  prior  determination  in  seeing  that  these  issues  are 
resolved  favorably  and  gamers  support  among  other  donors,  WWF  does  not  believe  that 
conditions  need  to  be  attached  to  the  authorization  or  appropriation  of  US  funds  at  this  time. 
That  determination  lacking,  the  need  to  establish  conditions  in  the  future  should  be 
reconsidered. 

Reform  Process:  Stage  Two 

The  second  or  operational  phase  of  the  GEF  will  be  shaped  in  large  part  by  the 
GEF's  relationship  with  the  conventions  on  biological  diversity  and  climate  change.    In  fact, 
the  GEF's  continued  existence  is  closely  linked  to  its  role  as  the  financial  mechanism  for 
those  two  global  environmental  agreements.    The  two  conventions  each  require  that  the  GEF 
operate  under  the  policies,  strategies,  program  priorities,  and  eligibility  criteria  established 
by  the  conventions  themselves. 

In  light  of  these  requirements  it  might  be  expected  that  the  two  framework 
conventions  will  transmit  to  the  GEF  a  mandate  that  will  help  the  Facility  acquire  a  strategic 
vision  and  coherence  lacking  during  the  Pilot  Phase.    Unfortunately,  this  may  be  a  misplaced 
expectation.    The  previous  difficulty  in  concluding  negotiations  on  these  conventions  should 
temper  expectations  as  to  the  specificity  and  precision  of  mandates  that  might  be  transmitted 
to  the  GEF. 

A  further  clarification  is  also  needed.    Even  if  the  two  conventions  were  to  transmit 
comprehensive,  clearly  defined  mandates  to  the  GEF,  the  GEF  itself  must  still  develop  an 
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independent,  comprehensive  statement  of  objectives,  strategies  and  work  program.  The  GEF 
can  fund  biodiversity  and  global  climate  change  projects  that  do  not  fall  under  the  purview  of 
the  two  conventions.  For  example,  some  of  the  projects  funded  during  the  Pilot  Phase  could 
now  fall  outside  the  parameters  and  guide  lines  established  by  the  conventions. 

Another  basic  problem  is  the  confusion  arising  from  the  ainbiguousness  of  GEF's 
stated  objectives.   This  ambiguity  is  reflected  in  the  GEF's  basic  legal  instrument  agreed  by 
Participants  during  the  replenishment  negotiations.     In  its  opening  paragraphs,  the  new  legal 
instrument  states  that  the  GEF  shall  have  for  as  its  purpose  "...meet(ing)  the  agreed 
incremental  costs  of  measures  to  achieve  global  environmental  benefits...".*    This  statement 
is  closely  followed  by  "...the  GEF  shall  fund  programs  and  projects  that  are  country-driven 
and  based  on  national  priorities".'  These  two  statements,  identifying  the  GEF's  purpose  as 
the  fmancing  of  global  or,  alternatively,  national  objectives,  is  at  best  confusing  and  at  worst 
contradictory.    This  lack  of  precision  generated  tension  and  ambiguity  throughout  the  Pilot 
Phase  and  threatens  to  further  muddle  strategic  and  investment  priorities  during  the  second 
phase. 

In  the  absence  of  a  clear  statement  of  objectives,  strategy,  and  investment  priorities, 
the  GEF,  driven  largely  by  the  logic  of  the  implementing  agencies,  has  relied  excessively  on 
technical  and  scientific  responses  to  global  environmental  problems.    This  tendency  was 
documented  through  one  of  WWF's  earlier  studies  on  the  GEF  Pilot  Phase  portfolio.* 
WWF's  concern  about  relying  on  technical  responses  has  intensified  recently  in  light  of  the 
inordinate  expectation  placed  by  the  GEF  Secretariat  on  the  concept  of  incremental  costs  as 
an  instrument  to  be  used  in  shaping  the  GEF's  future  investment  portfolio. 

Incremental  costs  analysis  is  an  economic  decision-making  tool.   It  is  used  to  compare 
the  relative  costs  and  benefits  of  competing  projects  designed  to  accomplish  similar 
objectives.    In  the  context  of  the  GEF,  incremental  cost  analysis  is  used  to  compare  global 
environmental  benefits  of  an  investment  distinct  from  the  benefits  accruing  to  the  nation 
itself.   However,  application  of  the  incremental  costs  tool  is  viable  only  if  the  basic  political 
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decisions  regarding  objectives,  strategies,  and  priorities  have  already  been  made.    The  GEF 
Secretariat's  approach  to  incremental  costs  analysis  is  worrisome  because  it  places  too  much 
reliance  on  that  analytical  tool  in  shaping  the  investment  strategies  and  priorities  of  the  GEF. 
The  current  GEF's  approach  to  investment  programming  seems  to  reinforce  its  reliance  on 
technical  responses  rather  than  clarifying  the  underlying  policy  issues  and  making  hard 
political  decisions. 

In  the  absence  of  strategic  design,  technical  and  scientific  responses  such  as 
incremental  cost  analysis  will  continue  to  drive  the  GEF's  investment  programming.    It  is 
consequently  not  surprising  to  find  a  total  absence  in  the  GEF  portfolio  of  programming 
designed  to  address  policy  failures,  that  is,  to  identify  measures  on  a  national  level  that 
would  correct  these  failures.    Such  measures  would  include  correcting  flawed  economic 
incentive  structures,  reforming  inadequate  economic  and  social  policies,  reforming  legal 
codes,  correcting  institutional  weaknesses,  and  so  on. 

In  focusing  on  the  GEF's  deficient  strategic  framework,  WWF  does  not  want  to 
discount  the  potential  importance  of  project  level  investments  as  part  of  a  viable  approach  to 
addressing  the  planet's  growing  environmental  problems.    But,  at  the  present  time,  even  the 
GEF's  project-level  responses  are  not  integrated  into  a  coherent  strategy  that  will  make  a 
discernible  impact  on  the  global  environmental  crises.    It  is  this  lack  of  coherence  even  on  its 
project-level  investments  that  raises  a  fundamental  doubt  about  the  effectiveness  of  the  US 
contribution.  Is  the  US  government  willing  to  allow  the  GEF  to  continue  responding  to  the 
environmental  crisis  without  a  clear  definition  of  objectives,  without  a  clear  sense  of 
priorities,  without  a  long-term  strategy?   Is  it  willing  to  rely  on  a  tool  of  comparative  cost 
analysis  to  direct  the  investment  of  $2.02  B  for  outcomes  it  can  neither  define  nor  measure? 
If  the  GEF's  present  course  is  maintained,  taxpayers  will  have  more  than  reasonable  grounds 
for  challenging  continued  U.S.  government  support  for  the  Facility. 
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Recommendations 

The  primary  challenge  facing  the  USG  at  this  time  is  determining  how  to  help  the 
Facility  acquire  a  strategic  coherence  and  ensure  its  investments  move  beyond  peripheral, 
disjointed  activities,  to  become  strategic,  long-term  contributions.   To  meet  this  challenge, 
WWF  believes  the  Treasury  Department  must  establish  the  following  immediate  objectives 
for  its  involvement  with  the  GEF. 

Recommendation  One:    As  a  first  order  of  business,  the  USG  must  seek  a  clearer  articulation 
of  the  GEF's  objectives  and  strategy.   WWF  recommends  that  the  United  States  government 
aggressively  promote  a  policy  clarification  process  in  the  GEF  that  includes: 

1.  A  sharper  definition  of  objectives.    A  clearer,  more  specific  definition  of  the 
objectives  of  GEF-funded  activities  will  provide  measures  against  which  effectiveness 
can  be  assessed.    What  is  the  relative  importance  of  policy  reform,  institutional 
building,  infrastructure  improvement,  human  capital  development,  and  technological 
innovation?   How  do  those  activities  fit  into  a  coherent  state  of  objectives?   These 
questions  must  be  answered  first. 

2.  A  clearly  articulated  set  of  strategies.    Each  of  the  four  thematic  areas  requires 
formulation  of  a  strategic  approach  that  reflects  its  respective  objectives.    How  will 
investment  strategies  in  the  four  areas  reflect  the  objectives  established  beforehand? 
Strategies  must  clearly  state  how  investments  fit  into  a  coherent  funding  program 
designed  to  repair  the  biosphere,  prevent  further  degradation,  or  mitigate  unavoidable 
environmental  damage.    They  must  be  integrated  into  national  level  development 
plans  and  include  policy  reforms  to  be  carried  out  at  a  national  level;  and 

3.  Establishment  of  an  indicative  lists  of  allowable  costs:  Once  the  general  objectives, 
obligations,  and  strategies  are  defined.  Participants  must  then  agree  on  indicative  lists 
of  costs  that  will  be  covered.  Establishing  a  list  does  not  imply  imposing  unnecessary 
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restrictions.  As  a  start,  these  lists  can  provide  a  much-needed  prioritization  among 
competing  options.  The  lists  must  be  spelled  out  in  enough  detail  to  signal  to  potential 
GEF  recipients  the  types  of  activities  that  will  be  covered  in  a  given  project  and 
which  activities  will  have  to  be  financed  through  other  funding  arrangements. 

4.  Clarification  of  the  role  that  tools  of  comparative  cost  analysis  can  play:        In  the 
context  of  clearly  defined  objectives  and  strategies,  the  contributions  of  analytical 
tools  can  be  established.  Incremental  costs,  one  important  tool,  can  help  determine  the 
relative  advantages  and  disadvantages  of  specific  project  proposals. 

WWF  recognizes  that  the  foregoing  policy  clarifications  in  the  GEF  ^ill  reflect 
considerations  of  a  political  nature  as  governments  compete  for  options  that  favor  their 
particular  national  circumstances  and  concerns.    For  this  reason,  a  crucial  opportunity  for 
U.S. leadership  will  be  preparation  of  indicative  lists  of  costs  to  be  allowed  under  the  GEF 
mantle.   In  this  context,  the  U.S.  government  must  press  for  a  prioritization  of  objectives  and 
strategies  that  will  generate  optimal  environmental  results  and  not  the  short-term  interests  of 
nations  competing  for  scarce  funds. 

WWF  strongly  recommends  that  the  Treasury  Department's  proposed  responses  to 
these  policy  clarifications  be  submitted  to  public  review  for  comment  and  suggestion. 

Recommendation  Two:   The  proposed  policy  clarification  for  the  GEF  must  be  part  of  a 
more  encompassing  process  through  which  the  United  States  government  reviews  and 
formulates  its  long-term  policy  vis-a-vis  the  multilateral  development  agencies.   To  this  end, 
WWF  urges  the  subcommittee  to  support  and  encourage  the  formation  of  a  Commission,  led 
by  the  Treasury  Department,  that  will  assess  the  ability  of  the  multilateral  financial 
community  to  respond  to  the  challenges  of  promoting  sustainable  development.   Regardless 
of  the  exact  form  and  comppsition  of  the  Commission,  this  initiative  should  bring  together 
relevant  agencies  of  the  U.S.  government  and  the  NGO  community  to  forge  a  common 
strategic  vision. 
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The  outputs  of  this  commission  should  be  four-fold.    First,  it  should  identify  a  reform 
agenda  for  the  MDBs,  inclusive  of  their  policies,  project-level  investments,  and  procedures 
that  are  required  to  respond  to  the  emerging  challenges  of  sustainability.    Second,  it  should 
identify  performance  indicators  by  which  the  US  government  can  measure  the  success  of  the 
institutions  in  reforming  their  lending  practices.    Third,  it  should  identify  areas  where  new 
institutional  initiatives  are  needed.    Specifically,  it  should  identify  where  the  limitations  of 
existing  institutions  are  such  that  new  venues  and  development  approaches  must  be  conducted 
outside  present  institutions.   Fourth,  the  Commission  should  identify  specific  steps  that  can 
be  taken  to  enlist  support  of  other  donor  countries  in  identifying  and  promoting  these  reforms 
in  the  international  financial  institutions. 

This  broader  framework  will  make  it  much  easier  to  assess  the  specific  potential 
impact  of  the  GEF's  $2  billion  investments  in  the  context  of  international  aid  flows  many 
times  that  size.    Moreover,  this  broad  policy  review  and  formulation  will  parallel  the 
administration's  new  vision  for  U.S.  bilateral  assistance  based  on  the  principles  of  sustainable 
development.   The  strategic  review  conducted  by  the  Commission  will  also  help  the 
government  move  beyond  the  incremental,  reactive  approach  of  the  past  and  lead  to  the 
formulation  of  a  comprehensive  policy  for  guiding  our  government's  relation  to  the 
international  financial  community  into  the  coming  millennium. 

In  conclusion,  Mr.  Chairman,  the  GEF  is  playing  a  useful  role  in  financing  a 
diversity  of  projects  intended  to  address  growing  global  environmental  problems.    As  such, 
the  U.S  government's  financial  resources  are  contributing  to  repairing  environmental  damage 
incurred  through  the  development  process  and  are  preventing  further  degradation.    However, 
the  GEF  urgently  needs  a  more  coherent  vision  and  strategy.   It  is  only  by  aggressively 
promoting  this  clear  articulation  of  GEF  objectives  and  strategy  that  the  Facility  can  play  the 
innovative,  leadership  role  that  so  many  of  us  have  envisioned  for  it. 
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Chairman  Frank: 

I  am  testifying  on  behalf  of  the  Center  for  Internationa!  Environmental  Law,  the 
Environmental  Defense  Fund,  Friends  of  the  Earth,  National  Wildlife  Federation,  Natural 
Resources  Defense  Council,  and  Sierra  Club. 

The  GEF  is  at  a  turning  point.  The  pilot  phase  is  nearly  behind  us.  Almost  two 
years  of  restructuring  negotiations  and  an  independent  evaluation  have  identified  a  need  for 
fundamental  changes.  But  the  GEF's  mission — to  help  developing  countries  address  global 
environmental  problems — remains  unchanged.  Indeed,  it  is  more  important  than  ever  that 
the  GEF  achieve  this  mission. 

I  have  six  recommendations  that  we  believe  will  help  the  GEF  achieve  its  mission: 

First,  we  recommend  that  the  full  $400  million  the  Administration  has  requested  for 
the  GEF  be  approved — provided  that  the  conditions  which  Congress  placed  on  its  Fiscal 
Year  1993  contribution  to  the  GEF  are  reinstated,  and  no  money  authorized  for  fiscal  year 
1995  is  disbursed  to  the  GEF  until  Treasury  reports  to  Congress  that  all  conditions  have 
been  met. 

Let  me  review  the  conditions  in  the  1993  legislation  and  explain  how  we  believe  they 
should  be  interpreted: 

Condition  one  states  that  llie  GEF  must  establish  clear  procedures  ensuring  public 
availability  uf  documentary  .information  on  all  projects  and  associated  projects  of  the  GEF 
implementing  agencies.  Full  information  about  "associated  projects"  must  be  disclosed  to  the 
public.  Associated  projects  are  World  Bank  projects  linked  to  GEF  investment  projects. 
They  usually  contain  the  lion's  share  of  the  funding  and  have  the  greatest  environmental 
impacts.  Where  the  GEF  legitimately  withholds  information  for  reasons  of  confidentiality, 
it  must  explain  why  full  disclosure  is  not  possible. 

Condition  two  states  that  the  GEF  must  establish  clear  procedures  ensuring  that  affected 
peoples  in  recipient  countries  are  consulted  on  all  aspects  of  identification,  preparation,  and 
implementation  of  GEF  projects.  Consultation  must  take  place  with  local  citizens,  not  merely 
NGOs  in  the  major  cities,  and  the  consultation  must  not  be  cosmetic  only,  as  it  often  has 
been  in  the  past.  And  adequate  information  must  be  provided  far  enough  in  advance  to 
make  the  consultations  meaningful. 

Condition  three  states  that  the  GEF  must  have  a  governance  process  that  will  provide 
for  contributor  country  oversight  of  individual  projects  in  the  work  program.  Countries  working 
through  the  Council  will  have  the  ability  to  review,  and  if  need  be  reject,  individual  projects. 
However,  they  also  must  have  access  to  full  information  about  projects,  including  associated 
projects.  Without  this  information,  they  will  not  be  able  to  carry  out  their  oversight  function. 
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Condition  four  states  that  specific  provisions  must  be  established  for  the  participation 
of  non-governmental  organizations  in  all  phases  of  the  project  cycle,  including  identification, 
appraisal,  implementation,  and  evaluation.  NGOs  musi  be  able  to  participate  fully  in  the 
pohcy  and  project  discussions  of  the  Council,  as  well  as  at  other  key  points  in  the  GEF 
process.  This  should  begin  with  NGOs  being  given  observer  status  at  all  Council  ineetings. 

To  sum  up  this  point,  a  strong  coalition  of  NGOs  will  support  full  authorization,  if 
the  FY  93  are  conditions  reinstated.  Until  Treasury  is  able  to  certify  that  those  conditions 
have  been  met,  no  FY  95  funds  should  be  released. 

My  second  point  is  that  the  GEF  must  leverage  its  resources  more  efficiently  to 
protect  the  environment.  The  GEF  is  a  relatively  small  fund  which  is  being  asked  to 
perform  a  Herculean  task.  It  must  leverage  the  much  larger  sums  spent  by  other 
international  institutions  and  by  national  governments.  One  way  to  achieve  such  leveraging 
is  to  develop  a  strict  definition  of,  and  criteria  for,  associated  projects,  to  ensure  that  they 
help  meet  GEF  objectives.  The  Administration  should  consider  an  interpretive  statement 
for  this  purpose.  In  addition,  the  GEF  should  insist,  as  a  condition  of  project 
implementation,  that  non-associated,  but  related,  projects  by  implementing  agencies  be 
consistent  with  GEF  objectives. 

My  third  point  is  that  the  Secretariat  must  be  independent.  Independence  is  vital  to 
the  success  of  the  new  GEF.  The  fact  that  sixty-five  percent  of  project  funding  was 
administered  by  the  World  Bank  demonstrates  the  extent  to  which  the  GEF  was  captured 
by  the  Bank  in  its  pilot  phase.  The  Secretariat  should  review  projects  submitted  by  the 
implementing  agencies  and  by  other  executing  agencies,  including  other  multilateral 
development  banks.  United  Nations  agencies  and  programs,  governmental  and  non- 
governmental organizations,  and  the  private  sector,  to  ensure  consistency  with  GEF  policies 
and  with  the  policies,  program  priorities,  and  eligibility  criteria  established  by  the  climate  and 
biodiversity  conventions. 

This  brings  me  to  my  fourth  point.  The  Conference  of  the  Parties  for  the  climate  and 
biodiversity  conventions  must  establish  the  GEF's  policies,  program  priorities,  and  eligibility 
criteria  for  these  two  program  areas.  The  independent  evaluation  recommended  that  until 
these  are  in  place,  new  program  initiatives  should  not  be  undertaken.  In  the  interim,  the 
GEF  should  focus  on  convention  requirements  that  have  already  been  identified,  such  as 
creating  and  strengthening  national  climate  and  biodiversity  strategies,  developing  in-country 
capacity  building  and  endogenous  technology  development,  and  funding  participation  of 
developing  country  experts  in  the  IPCC's  Second  Assessment. 

My  fifth  point  is  that  both  the  United  States  and  the  GEF  must  develop  a  clear 
strategy  for  international  waters.  The  scope  of  the  international  waters  portfolio  needs  to 
be  defined  in  terms  of  fresh  and  marine  waters,  and  linkages  to  other  program  areas,  such 
as  biodiversity,  and  existing  international  agreements,  such  as  the  regional  seas  agreements. 
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need  to  be  identified.  The  meaning  of  global  benefits  in  the  context  of  international  waters 
must  also  be  clarified. 

My  last  point  is  that  GEF/World  Bank  projects  should  be  brought  within  the 
jurisdiction  of  the  Independent  Inspection  Panel  which  this  Subcommittee  worked  so  hard 
to  establish.  This  could  be  done  by  expanding  the  Terms  of  Reference  for  the  Panel  to 
cover  all  World  Bank-implemented  GEF  projects.  For  non-World  Bank  projects,  a 
procedure  similar  to  the  Panel  should  be  created.  The  restructured  GEF  also  will  be 
revising  its  administrative  procedures.  As  Durwood  Zaeike  testified  at  your  Subcommittee 
hearing  last  month,  an  international  administrative  procedures  act — modelled  after  the  U.S. 
APA — would  benefit  the  GEF  and  all  of  our  other  international  institutions.  We  also  agree 
with  the  independent  evaluation  that  a  permanent  mechanism  should  be  established  for 
identifying  lessons  and  promoting  their  application  in  GEF  programs. 

In  conclusion,  we  believe  the  GEF  can  play  a  very  important  role  in  achieving 
environmentally  sustainable  development,  and  we  are  eager  to  work  with  the  Subcommittee 
and  the  Administration  to  ensure  that  the  GEF  achieves  its  full  potential.  We  commend  the 
Administration  for  its  considerable  success  with  the  restructuring  and  we  are  confident  that 
the  job  can  now  be  finished. 
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MS.     LEVINE 


Response  the  Question  Posed  by  Representative  Sanders 


Question: 


...what  procedures  will  assure  a  consistenq'  with  projects  funded  by  other  multinational 
development  banks,  and,  further,  what  procedures  will  ensure  that  funds  will  not  go  to 
projects  and  regions  that  are  already  getting  sufficient  aid  from  other  sources? 

Answer: 

I  would  agree  with  the  thrust  of  the  Greenpeace  Report  to  which  you  make  reference 
("Greenpeace  Briefing  on  Financial  Mechanism,"  Greenpeace  International,  2/94), 
although  I  believe  that  the  report  presents  inaccurate  information  to  buttress  its 
argument. 

Greenpeace  states  that  the  Bank  has  proposed  a  loan  to  India's  National  Thermal  Power 
Corporation  (NTPC)  for  for  15  coal-fired  plants  and  two  gas-fired  plants,  with  total  costs 
of  $78  billion.   The  Bank's  energy  sector  lending  world  wide  amounts  to  only  $3  billion 
annually.  The  loan  in  question  was  a  $400  million  energy  sector  loan  to  India  in  1993; 
the  Bank  anticipates  making  two  more  loans,  for  similar  amounts,  to  the  NTPC  over  the 
next  three  to  four  year  period. 

Greenpeace  also  states  that  the  Bank  has  ignored  its  own  studies,  which  show  that 
renewable  resources  are  the  least-cost  options  for  energy  supply.   According  to  the 
Bank's  Energy  Sector  Management  Assistance  Program  (ESMAP),  which  evaluated  mini- 
hydro,  windpower,  and  solar  power,  only  mini-hydro  was  found  to  be  cost-competitive 
with  standard  supply  options.   Mini-hydro,  however,  can  only  satisfy  a  fraction  of  the 
total  demand  for  power  in  India. 

Despite  these  inaccuracies,  there  does  remain  a  considerable  scope  for  least-cost 
planning  and  non-traditional  energy  supply  options  that  must  be  explored.   The  U.S.  is  a 
strong  supporter  of  these  efforts.   I  note  that  the  U.S.  abstained  on  the  NTPC  project 
when  it  came  to  the  World  Bank's  Board  of  Directors.   We  did  this  in  part  to  show  the 
Bank  that,  although  they  had  made  some  progress  in  the  area  of  energy  efficiency  and 
establishing  the  proper  economic  framework,  more  work  in  this  area  was  still  required. 

However,  although  there  is  a  wide  scope  for  least-cost  projects  in  energy  efficiency  and 
demand-side  management,  there  is  no  question  that  new  sources  of  energy  will  be 
required  to  fuel  developing  countries'  growth.   We  cannot  escape  the  fact  that  carbon- 
based  energy  supply  will  often  be  the  least-cost  option  for  many  developing  countries. 

Our  task  must  be  to  ensure  that  developing  countries'  energy  sectors  are  efficient  and 
environmentally  benign  as  possible.  And,  in  the  long  run,  we  must  de-link  energy  supply 
from  carbon  emissions,  ensuring  that  non-carbon-based  energy  alternatives  become 
commercially  viable  and  available  on  a  wide-scale. 
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To  do  that,  we  can  use  a  number  of  tools,  including  the  GEF  and  the  MDBs.  The 
MDBs  can  use  their  influence  to  promote  proper  pricing  and  other  measures  to 
introduce  economic  efficiency.  They  can  also  search  out,  and  actively  promote,  energy 
conservation  measures  on  both  the  supply-  and  demand-side  to  reduce  the  need  for  new 
generating  capacity,  as  well  as  renewable  energy  resources  that  pose  no  carbon  threat. 
These  alternatives  will  frequently  be  least-cost  energy  options. 

The  GEF,  on  the  other  hand,  pays  for  "incremental  costs,"  in  other  words,  the  GEF  uses 
its  resources  to  take  additional  measures  to  achieve  global  environmental  benefits  that 
would  not  have  otherwise  been  attained.  We  believe  that  the  GEF  will  demonstrate  that 
many  non-carbon-based  technologies  and  approaches  are  in  fact  attractive  in  a 
developing  country  context.   We  also  believe  that  introducing  renewable  energy 
technology  will  hasten  the  iimovation  and  improvement  of  these  products  while  bringing 
down  their  costs. 

By  restricting  the  mandate  of  the  GEF  to  funding  these  "incremental  costs,"  we  ensure 
that  GEF  funding  remains  distinct  from  funds  directed  to  projects  and  regions  that  are 
already  getting  sufficient  aid.   By  demonstrating  feasible  non-carbon  alternatives,  we  set 
the  stage  for  developing  countries  to  move  to  a  more  environment-friendly  energy  future. 
Developing  countries  will  call  on  the  assistance  of  the  MDBs  to  help  them  make  this 
move,  ensuring  the  consistency  of  all  the  relevant  actors  with  the  objective  of  the  climate 
change  convention. 
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